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PREFACE 


OnE of the great natural resources of the United States 
is the annual cotton crop, which dates back almost to the 
start of the nation, the first crop on which we have statistics 
being that of 1790-91, when a yield was reported of 8,889 
bales of 225 pounds each. The largest crop on record is 
that of 1911-12, when the production was 16,101,000 bales 
of about 500 pounds each (linters included). The actual — 
growth of 1914-15 was still larger, but owing to the con- 
fusion incident to the outbreak of war in Europe, the cotton 
did not come into sight that season, so that the largest com- 
mercial crop is that of 1911-12. At any rate, the contrast 
with 1790-91 is sufficiently striking. The 1911 crop was 
estimated to be worth $869,690,000 (cotton seed included), 
whereas the value of the cotton exported that season was 
estimated at $563,543,000. Cotton has always been an 
important item in our international trade balance. 

The methods of marketing cotton have grown up during 
the past half century, keeping pace with the development 
of modern means of rapid communication. The mechanism 
for moving cotton from the plantation to the mill is more 
highly organized than is the case with any other com- 
modity, with the possible exception of the grain crops. A 
study of cotton marketing is interesting in itself and is 
also important in throwing a clear light upon the dealings 
on the great organized exchanges, transactions which are 
not clearly understood by many people and which are 
erroneously supposed to be largely speculative in character. 

Cotton is not a perishable commodity. Indeed, though 
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there may be some slight deterioration in color, some slight 
weakening of the fibres from long storage, cotton may be 
kept indefinitely in proper warehouses. There are well 
authenticated instances of cotton stored thirty years or 
more being brought out and sold in competition with the 
current year’s crop. Questions of refrigeration or other 
special forms of storage or marketing will not be covered 
in this book. 

A study of cotton and cotton marketing naturally divides 
itself into four parts. First, we must have a general 
knowledge of the problems of cotton cultivation in order 
that we may comprehend the reasons for certain methods 
in marketing. A study of cotton production is particularly 
’ important at the moment because of the serious problems 
raised by the boll weevil. The damage done by this insect 
recently has been much to the fore. Second, we must 
sketch in outline all the machinery used to market the bales. 
This will necessitate a study of the warehouses and com- 
presses in the South, of all the various Southern mer- 
chants, and of the methods of doing a future contract 


business on the three large exchanges—New York, New » ° 


Orleans and Liverpool. Third;-we will study carefully the 

manner in which merchants use the future-contract system _ 
to protect themselves against market risks. The trade calls 
this use of the organized exchanges ‘‘hedging.’’ Fourth, 

we shall devote a short time to the study of speculation in 

connection with cotton marketing. 

Our work ends at the mill door. We have set ourselves 
the task of outlining the marketing of raw cotton. The 
manufacture of that cotton into cotton goods and the dis- 
tribution of those goods are topics which are not within 
our province. 

I am indebted to Prof. H. R. Wellman of the Tuck 
School at Dartmouth College for the suggestion that there 
was a place for such a book upon the growth and marketing 
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of the American cotton crop. A period of enforced leisure 
gave me opportunity to undertake the work. 

The United States Department of Agriculture has done 
excellent field work in cotton, and the results of its investi- 
gations are published in pamphlet form from time to time. 
I have made use of these documents, and a student desirous 
of the latest information, or of technical instruction, should 
most certainly communicate with the Department and 
obtain its recent publications. 

Cotton statistics are available through publications of the 
Department of Agriculture, the Census Bureau and the 
annual reports of the cotton exchanges. It is a great 
convenience to have the statistics carefully compiled in one 
volume. I have made constant use of Shepperson’s Cotton 
Facts, published by the Shepperson Company of New York. 
The book is issued annually and is used by all cotton people. 

It is impossible for me to thank personally all the mem- 
bers of the cotton trade who have assisted me from time 
to time. In certain instances acknowledgment of informa- 
tion received is given in the text. I should like to express 
my appreciation of the help given me by Mr. James F. 
Maury, of New York, in connection with the old-time cot- 
ton trade; by Mr. Charles Dukinfield, former president of 
the Liverpool Cotton Association, in reading the manu- 
script on the Liverpool market; and by Mr. George M. 
Shutt, of New York, in reading manuscript and furnishing 


valuable suggestions. 
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PART I 


COTTON PRODUCTION 


COTTON AND THE 
COTTON MARKET 


CHAPTER I 
AMERICAN COTTON CROP 


One of the difficulties in a work of this character is the 
necessity for the use of many words and trade terms, 
entirely unfamiliar to the outside reader. Definitions are 
always troublesome, and we leave most of them to be taken 
up in the narrative. But three terms are essential before 
we even start. First, we have the ‘‘boll weevil,’’ the most 
destructive insect pest known in cotton production, and 
popularly known as ‘‘the weevil.’’ This pest first appeared 
in Texas in 1892 and has since spread all over the belt, 
greatly modifying the methods of cultivation. Second, 
there is the term ‘‘grade,’’ which is a method of determining 
the value of cotton by observation of the color, the bloom, 
and the amount of foreign substance appearing in a sample 
of cotton taken from the bale. Third, there is the term 
‘“staple,’? which is a method of determining the value of 
cotton by observation of the length and strength of the 
fibers. We shall later come to a more thorough explanation 
of all these terms, but a rough understanding of their mean- 
ing is needed at the outset. 

The Cotton Belt.—It is often supposed that cotton can 
be raised only in a very warm country. It is true that 
hot summers of some duration, with late frost, are necessary 


for its full development, but cotton is really a temperate 
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zone plant, and is found in every part of the world from 
37° north of the equator to about the same south. I 
have raised cotton in my garden in Westchester County, 
New York, and had the bolls open on the plant. In fact, 
in the Revolution, cotton was raised in south Jersey and 
Pennsylvania, and the lint spun into yarn on the farm. In, 
1793 Eli Whitney invented the cotton gin, and thereafter, 
with the lint no longer picked out by hand, it was cheaper 
for the Jersey housewife to buy the cotton yarn made from 
southern cotton than to raise it herself. The frost date 
was too early for Jersey and Pennsylvania to raise cotton 
against the South when the cost of ginning was reduced. 
The southern states of this country are well adapted for 
the growth of cotton, and so far they have produced so 
great a proportion of the world crop that they have had a 
monopoly of the price, in so far as production controls 
price. In a later chapter we will consider the result of the 
weevil in connection with the cotton supremacy of the 
South. The northern line of cotton production crosses 
southern Virginia from the vicinity of Norfolk, runs down 
through the two Carolinas, as far up in the mountains as 
frost will permit cotton to be grown, along the northern 
boundary of Georgia and Alabama, up into the southwest 
corner of Tennessee, and so reaches the Mississippi River. 
West of the river, the line goes up into southeastern Mis- 
souri, then southwest across Arkansas, and so through the 
center of Oklahoma to the western edge of the cotton belt. 
This western line is not at all well defined, but runs down 
in irregular fashion to San Antonio, and thence to the Gulf 
at Brownsville on the Rio Grande. Generally speaking, the 
line is about one hundred miles west of Oklahoma City and 
Fort Worth, and not so far west of Austin and San Antonio. 
The tendency is to push west slowly, as more land comes 
under cultivation and the annual rainfall increases. The 
southern boundary is the Gulf of Mexico, except that there 
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is usually a belt of swamp and marsh right along the shore, 
and cultivation does not get close to the beach except at 
scattered intervals. South Florida does not grow cotton, 
the line running across the northern half of the state to 
the Atlantic. Within these boundaries lies the ‘‘Solid 
South’’ of cotton, the old cotton belt, which has been pro- 
ducing the staple for the past hundred and thirty years. 

Divisions of the Belt.—It is obvious that such a vast area 
must show many variations of soil, climate, and cotton, and 
such is the case, although this fact is little understood out- 
side the cotton trade. The belt is divided into four see- 
tions: (1) the Atlantic States; (2) the Gulf States; (3) 
the Mississippi Valley; and (4) Texas and Oklahoma. 
Geographically the sections are indicated by their titles, but 
the Valley and the Gulf sections overlap each other and 
the state lines are not the boundaries. 

The Atlantic States.—This section, often called ‘‘the 
Atlantic,’’ is comprised of North Carolina, South Caro- 
lina, and Georgia. With North Carolina is included the 
small part of Virginia which produces cotton. Florida 
is sometimes put in the Atlantic, and sometimes placed 
in the Gulf section, but, at any rate, the Florida crop is 
unimportant. The upper portion of the Carolinas and 
Georgia is known as the Piedmont, and takes in more 
especially that part of the coastal plain close to the moun- 
tains. The Piedmont suffers more from frost than the 
lower lands of the Atlantic, but, on the other hand, the 
showers are more frequent in dry spells, because the prox- 
imity of the mountains tends to cool the atmosphere. The 
larger number of the southern cotton mills is to be found 
in the Piedmont. As a rule, the plant does not grow tall, 
and the cotton in this section is often called ‘‘ Bumblebee’’ 
cotton to distinguish it from the higher plants elsewhere. 
The yield of these counties is satisfactory, and, since the 
weevil arrived, North Carolina, whose largest cotton county 
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is in the Piedmont, has had a larger yield per acre than any 
other state. The farms are small, consequently the indi- 
vidual fields are not large. The ground is much broken with 
steep little hills and ravines, so that the fields are all ter- 
raced to prevent washing, and the cotton is planted in 
sweeping curves, the rows running around in line with the 
terraces. Ditching is carefully done to drain off the surface 
water after the heavy thunder showers. 

Along the coastal plain from New Jersey south, there is 
an area of red clay stretching down from the hills to meet 
the sand of the coast. This red-clay belt is broken in places 
by other soils and by sand, but it can easily be traced all 
the way down on the train from New Jersey to south 
Georgia. The central part of South Carolina and Georgia 
has more clay than the Piedmont, and in this part of a 
two states, more especially Georgia, are found the so-call 
‘‘Redlands.’’? These are the most productive lands in the 
Atlantic, although the actual yield has recently been re- | 
duced by weevil damage. The fields are larger and there | 
is less need for terracing than in the Piedmont. The cotton 
is planted in longer and straighter rows. Moreover, while 
all the Atlantic needs fertilizer, the red lands need less 
potash than the sand on the coast, or the lighter land in 
the hills. At the southernmost extremity of the red clay, 
in southwest Georgia, is produced the earliest cotton out- 
side southwest Texas, a fact of importance in years of a 
small carry-over, or a carry-over of poor quality. This 
section in recent years has suffered severely from weevil, 
so that both the acreage and production were reduced. 

Along the coast there is a stretch of sandy land, which 
runs back an irregular distance, sometimes for many miles, 
and sometimes for only a short way from the ocean. In 
southwest Georgia, the sand runs back a long distance from 
the beach before it meets the red clay. Sandy soil is 
not good cotton land, because it requires a great deal of 
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moisture, but, in wet years like 1916, these sandy counties 
will do relatively better than the clay. To raise cotton 
with success in the sand, potash is needed in some volume, 
as, without it, the plant will not hold the fruit in the heat 
of midsummer, but wilts and sheds off the bolls. These 
sections suffered from the lack of high-grade fertilizer dur- 
ing the War. High winds near the coast in the picking 
season will blow the sand into the bales and produce many 
“‘sandies.’’ 

Sea Island.—The coast of the Carolinas and Georgia is 
irregular, with many indentations and many long sounds 
and bays running north and south. On the mainland and 
on these islands outside the sounds, in South Carolina 
and Georgia and Florida, is grown the ‘‘Sea Island’’ crop, 
made up of the longest staple cotton grown in the United 
States, rivaling Egyptian in the length, strength, and the 
silky character of the fibers. The weevil ruined this crop, 
the production falling from 122,000 bales in 1911, to only 
some 4,000 bales in 1920. The Department of Agriculture 
is introducing a new variety of early maturing Sea Island 
cotton in an attempt to get ahead of the weevil. 

Upland Cotton.—The cultivation of cotton has been car- 
ried on in the Atlantic a greater number of years than 
elsewhere, and the efficiency of the farming is regarded 
as greater than in other sections. Exceptions prove every 
rule, but such is the general feeling of the trade. It is 
hoped that this knowledge of the art of cotton cultivation 
ultimately will prove of service in the fight on the weevil. 
The character of cotton produced in the Atlantic is called 
*‘Upland,’’ and has a short length of fiber and is not par- 
ticularly strong. The average length of staple in the 
Carolinas is from three quarters of an inch to an inch, and, 
while the average is somewhat longer in Georgia, the general 
character of the cotton is the same. In some of the weaker, 
sandy soils, the cotton produced has a very short staple 
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and a fluffy appearance. This cotton wastes badly in spin- 
ning and will not command the same price as the regular 
upland type, which the Englishmen call ‘‘bodes’’ to dis- 
tinguish it from the very short stuff. As an offset to this 
weak cotton, the western part of Georgia raises longer and 
stronger cotton than the usual upland, and parts of ex- 
treme southwest Georgia produce even better cotton, close 
to the Gulf variety. 

Atlantic Staple Cotton—In recent years experiments 
have been carried out with a view of raising long staple 
cotton on the stronger upland soil. The J. L. Coker Cotton 
Company, of Hartsville, S. C., has been successful in work 
along this line, and the Department of Agriculture also 
has been active. The hope is that long staple upland may 
be perfected to take the place, in a measure, of the Valley 
and Sea Island crops which have been so reduced by 
weevil. A variety known as the ‘‘Columbia’’ has attained 
a length of an inch and a quarter, when grown under favor- 
able circumstances. 

The Gulf States.—Next, west of the Atlantic, comes the 
Gulf Section, but here state boundaries are not the boun- 
daries of the district. For both Mississippi and Louisiana 
are divided between the Gulf and the Valley sections ; north- 
eastern and southern Mississippi belong in the Gulf, while 
northwest Mississippi goes with the Valley. Northeastern 
Louisiana, next the River, belongs in the Valley, and the 
balance of the state in the Gulf. The extreme northern 
part of Alabama is quite like the Piedmont section of 
Georgia, the western edge of which it joins, with rolling 
hills, more or less steep ravines, small fields and terraces. 
As we go west, the country is more open, so that most of 
Alabama and Mississippi are without hills, with larger 
individual fields and somewhat larger farms. There is a 
range of low hills running irregularly across Mississippi 
from the Gulf, until the river is reached just below Mem- 
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phis. A good deal of upland cotton, very like the Atlantic, 
is raised in these hills. In the Gulf the rows begin to 
Tun straight across the fields instead of running around 
with the terraces, and this increases the impression of the 
larger farms. The red clay runs over into Alabama, south- 
east of Montgomery, down the Atlantic Coast Line railroad 
to the Georgia line, and this section is a fine cotton country. 

The coast of both Mississippi and Alabama is generally 
marshy and swampy, so that cultivation seldom reaches the 
actual beach. There is a section below Mobile, where the 
cotton fields come very close to the shore. The staple of this 
cotton is short, unlike the Sea Island, and there is much 
trouble with ‘‘sandy’’ bales, since the white sea sand gets 
blown into the bolls, and, being white, is hard to detect 
except by touch. I once saw a lot of 500 bales of this 
coast cotton, all of which was full of sand, and yet except 
by touch the sand could not be discovered, for one could 
not see it. 

Gulf Cotton.—The length of staple in the Gulf section 
runs from an inch to an inch and an eighth, and the 
strength is greater than in that of the Atlantic. This is 
due in part to the heavier soil, which is enriched by the 
annual overflow of the rivers, and in part to the more 
humid climate. A sharp distinction is drawn between the 
upland cotton grown in the hills of Mississippi and Ala- 
bama, and the usual Gulf cotton. The jungle of vegetation 
growing in the ‘‘bottoms’’ through which the creeks and 
rivers run has long been called a ‘‘canebrake.’’ You will 
find that many merchants advertise on their letter-heads, 
that they deal in ‘‘canebrake cotton,’’ a trade term origi- 
nating in the old word canebrake, and indicating that the 
cotton was raised in the bottoms, and is, therefore, the usual 
Gulf type. 

The Gulf states have always been large cotton producers 
and, prior to the advent of the weevil, Alabama and Missis- 
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sippi ranked next to Texas and Georgia, with South Caro- 
lina just behind them, and, in some years, running a little 
ahead. The weevil entered Mississippi in 1907, and became 
destructive in Alabama during 1910, so that now the two 
states rank below South Carolina. It is probable the weevil 
damage in the Atlantic will once more reverse the order. 
The damage was so great in Alabama from 1912 on as to 
prevent any large increase in acreage, and finally, after the 
very bad season of 1916, there was an actual sharp decrease 
in the section below Montgomery. The weevil damage was 
enormous in those counties in 1916, and farmers turned to 
soya beans, peanuts, and other oil-bearing products, as 
the War had brought a demand for all sorts of oil, and 
these crops commanded a good price and were immune 
from the weevil. After the Armistice, the price of oils 
declined, and much of the land went back to cotton. A res- 
toration of the large cotton yield of both Mississippi and 
Alabama depends upon the success of weevil control, the 
more so that the very numerous wooded stretches assist the 
weevil in hibernating. 

The Mississippi Valley.—This section takes in north- 
western Mississippi, from the river back to the hills, which 
run off steadily to the southeast, so that, by the time Vicks- 
burg is reached, they are far from the Mississippi River. 
All eastern Arkansas, those counties in Missouri and Ten- 
nessee which raise cotton, and northeastern Louisiana, 
across from Vicksburg, are included in the Valley. The 
overflow of the Mississippi, and of all the creeks, rivers 
and bayous tributary to it, has enriched the soil, so that 
the finest cotton, outside Sea Island, is produced in this 
section. The smooth silky staple of the Valley will run as 
long as an inch and three quarters, and the breaking 
strength is unexcelled. Even the shorter cotton is an inch 
and a sixteenth in length of staple. 

The Delta.—There is a subdivision of the Valley known 
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as the ‘‘Delta,’’ from the delta of the Yazoo River, which 
empties into the Mississippi at Vicksburg. The territory 
now included in the Delta is much larger than the water- 
shed of the Yazoo, as the term now means northwestern 
Mississippi from Vicksburg to Memphis, together with the 
river counties of Louisiana and Arkansas on the opposite 
bank. Delta cotton has always been well-known and, before 
the weevil, the Memphis market every year had a good 
supply of extra staple, strong, silky cotton, running in 
length up to, and sometimes over, an inch and five eighths. 
My first season was spent in Memphis in the days before 
the weevil, and at that time a shipment of twenty-five or 
even fifty bales of Delta cotton, an inch and five eighths in 
length, was not an uncommon occurrence, while one could 
find on factors’ tables so-called ‘‘crop lots,’’ every bale of 
which was very long, silky, staple. This staple crop was a 
valuable complement to the Sea Island, and much of the 
extra long cotton used in this country came from the Mem- 
phis market and was raised in the Delta. The weevil 
ruined this crop, as has been the case with Sea Island, al- 
though the premium has been so very high that long staple 
cotton is still raised on many plantations south of Memphis, 
by dint of persistent and hard work with the weevil. The 
extension of cotton raising to California and Arizona is 
due in part to the reduction of the Delta staple crop by 
weevil. In 1919, a friend in Memphis engaged in shipping 
extra staples showed me in his cotton room three samples, 
one of a Sea Island bale, one of a particularly fine Delta 
bale, and one of an American-Egyptian bale from Cali- 
fornia. It was almost impossible to tell the Delta bale from 
the Sea Island, but the California bale was quite distinctive. 
The little exhibition was interesting as showing the char- 
acter of Delta cotton at its best, and in contrasting the two 
old-fashioned staple bales with the new growth from the 
Far West. 
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Tn addition to this extra staple crop, the Delta has always 
been remarkable for the richness of its alluvial soil, the 
size of the yield, and the height and vigor of the cotton 
plants. Photographs of planters on horse or mule back, 
in the midst of a cotton field, with the animal almost hid- 
den in the luxuriant foliage, can be had in Memphis or in 
any of the River towns. There is one old-time photograph, 
beloved of the trade, which can be found in many a cotton 
office throughout the belt. The view was taken near Rose- 
dale, Mississippi, and shows pickers in the field well-nigh 
hidden by the tall, luxuriant plants, from the limbs of which 
a large crop already hangs from the open bolls. For years 
the river overflowed miles of this land every spring, so that 
the land became wonderfully fertile. In later years, until 
the levee system was perfected, occasional overflows due to 
breaks in the levee continued to do much damage every 
few years. In the past twenty years there has not been a 
bad ‘‘break’’ in the main Delta levee, although the flood 
of 1922 threatened in many places to burst through. These 
levees are not always built upon the normal bank of the 
river, but more often some miles back. This in part is done 
deliberately, so that in bad years the water may have more 
room, and in part is due to building around an old crevasse 
instead of across the opening. Outside the levees good ecot- 
ton crops can be raised, always provided the late rise, called 
“‘the June rise,’’ does not overflow the banks of the main 
river. This ‘‘overflow’’ land is very rich, but the gamble 
of the June rise is considerable. 

Trade Terms.—The cotton grown in the ‘‘bends’’ of the 
Mississippi was long considered the most valuable, and so 
_ we have the term ‘‘benders,’’ to indicate the heaviest char- 
acter of cotton. Then the crop of the rivers tributary to 
the Mississippi was thought to be very fine, and we have 
the term ‘‘rivers’’ to indicate extra strong, silky cotton, 
although it is not quite up to the bender type. Finally, we 
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have the cotton which is grown along the banks of the 
_ smaller streams, where the soil is not quite so rich. This 
cotton is called ‘‘ereeks.’’ It used to be customary to 
call the very short ‘‘Peterkin’’ or ‘‘Petes,’’ after a cer- 
tain variety of early maturing short cotton. Since the 
necessity of early cotton has become widespread because 
of the weevil, these terms have gone more or less out of use. 
The shorter, early maturing cotton has become more preva- 
lent in the Delta and Valley than was formerly the case. 

Delta and Valley cottons have always been in demand 
and have always commanded a premium, because they are 
so strong that the spinning waste is small, and because the 
finer staple is soft and silky, easily adaptable to the manu- 
facture of high count yarns for fancy goods, and also to 
the manufacture of the finest counts of cotton thread. The 
shorter lengths are easily sold in Manchester, where the 
fine spinning qualities are well recognized. At one time 
there was a custom in the Liverpool market of selling lots 
in transit on description, before the samples arrived, and 
using the point of origin as the description. ‘‘Orleans’’ 
and ‘‘Memphis’’ marks always commanded a premium, be- 
cause the cotton was supposed to come from the Valley and 
to be superior in staple. This practice has been modified 
of late years, partly because cotton was shipped into Mem- 
phis and then out under a Memphis lading, when it really 
did not come from the Valley, and partly because the weevil 
has reduced the average Valley staple. 

Large Fields and Plantations.—In Mississippi, the fields 
are much larger, and many plantations are five hundred 
acres or more. The rows of cotton run straight across, as 
the necessity for terracing has disappeared. The largest 
plantation in the world is in the Delta, and there is no sec- 
tion of the belt with plantations anywhere approximating 
some of the Mississippi places, except extreme southwest 
Texas. Arkansas also has large farms, although there are 
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none so large as the very big plantations of Mississippi. In 
both states are many clumps of woods, and canebrakes are 
along all the bottoms, affording the weevil shelter for winter : 
hibernation, while the climate is naturally warm and moist. 
The result is that the weevil has been very prevalent and 
destructive throughout the Valley. North of a certain line 
the weevil has always been held in check by the colder 
climate, and, for this reason, he was for years only moder- 
ately destructive in the North Delta and in Arkansas. 
Recently, however, there is reason to suppose he is becoming 
acclimated, and weevil damage in these sections has been 
severe the past few seasons. 

Texas and Oklahoma.—At one time this was referred 
to as ‘‘the West,’’ or the ‘‘ Western Belt,’’ but these terms 
are less often used nowadays, because of the new cotton 
region in California and Arizona. The section is well de- 
scribed, simply by the names of the two states, although 
extreme west Arkansas really belongs with Oklahoma, and 
a small slice of northwestern Louisiana should go with 
east Texas, which it closely resembles. The general char- 
acteristics of Texas and Oklahoma are a rich alluvial soil 
belt, with stretches of poorer land on the outskirts, but 
everywhere a rolling country like the western prairies, of 
which, indeed, the two states are the prolongation. This 
rolling country is a striking feature of the landscape, im- 
possible to overlook, and most impressive at first sight. 
There is a sense of distance, as if, on the top of the next 
rise to be seen from the car window, the land would stretch 
on for a vast space. It is the same feeling one has when 
riding behind the sand dunes on the seashore, the misty 
impression that, from the top of the dunes, the ocean will 
stretch away to the horizon. This sense of great distance 
is correct, for nowhere in the belt are the individual fields 
as large as in Texas and Oklahoma. The straight rows of 
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cotton stretch away from the railroad until they seem to 
_ come together on top of the distant swell of land. 
Character of Cotton.—The cotton raised in the two states 
must, of necessity, vary a great deal, for Texas and Okla- 
homa cover a great area, and there is much variation in 
soil. There is, however, a distinct character of cotton known 
in the trade as ‘‘Texas’’ or ‘‘Oklahoma,’’ which has a 
staple longer and stronger than the Atlantic, but not so 
good as the Valley. Texas cotton most closely resembles 
the Gulf variety. The English spinner is very fond of 
this cotton, and the number of export firms is larger in 
Texas and Oklahoma than elsewhere in the belt. In part, 
this is due to the character of the cotton, and in part to 
the fact that export freight rates are comparatively cheaper 
than the rates to distant New England, whether all rail 
or coastwise. The larger portion of the Texas and Okla- 
homa crop in normal times ‘‘goes export’’ from the Gulf 
ports—Houston, Galveston, Texas City and Port Arthur. 
Texas.—Every schoolboy has heard that in size Texas 
equals France, and, in such a state, it is obvious we 
must have much variation of soil, climate and crops. So 
far as cotton goes, we can at once dismiss extreme West 
Texas, where the principal ‘‘crops’’ are mesquite, sage- 
brush, and cattle. If you leave El Paso via the Texas and 
Pacific you spend all night crossing this semidesert, and, 
early next morning, you come to Big Spring, which is 
about the farthest west you will find cotton. Having 
thus eliminated a vast area from the western half of the 
state, let us look at the balance. In a cotton sense, Texas is 
divided into ‘‘ West,’’ ‘‘Central’’ and ‘‘ East’’ one way, and 
‘‘North, ‘‘Central’’ and ‘‘South”’ the other. The general 
eastern boundary of West Texas is the line of the Santa Fé 
railroad from the Red River to Fort Worth, and the line of 
the ‘‘Katy’’ (Missouri, Kansas and Texas) from Fort 
Worth to San Antonio. The western line wanders back and 
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forth down the state from Wichita Falls to San Antonio. 
The tendency is to push out slowly into the desert country, 
but the semiarid character of the climate makes the culti- 
vated areas rather scattered. There is a cotton section 
down the Wichita Valley railroad from Wichita Falls to 
Abilene, another section out on the Texas and Pacific 
through Sweetwater, Colorado and Big Spring, still another 
section around Brownwood, Marble Falls, and the country 
west of Austin, and finally, a small area of cotton may be 
found out on the Southern Pacific a short distance to the 
west of San Antonio. 

There is a cotton-growing section in extreme Southwest 
Texas down the Rio Grande River to Brownsville, but this 
is usually included in South Texas, as the cultivation of 
cotton runs back from Brownsville along the railroad to 
Corpus Christi. West Texas has a productive soil and needs 
no fertilizer, but the land is close to the desert, is always 
semiarid in climate, and the droughts are frequently devas- 
tating. I was once told in Fort Worth by a commercial trav- 
eler: ‘‘There is no use going west this fall, there is nothing 
out there but scorpions and dust.’’ That was one of the 
‘“dry years,’’ and his statement was hardly an exaggeration, 
although to-day it would be quite incorrect, since oil has 
proved a wonderful panacea for drought, and the Ranger 
fields are between Abilene and Fort Worth on the Texas 
and Pacific. The trade looks upon the West Texas cotton 
crop as an annual gamble, either a good crop or nothing. 
The droughts have had one advantage—they have kept the 
weevil down. The acreage is usually increased each spring 
in West Texas, if the subsoil moisture makes cotton planting 
at all possible. 

Central Texas.—This is the most productive section of 
the state and here are located the famous ‘‘black lands,’’ 
about as fertile soil as exists. Ellis County, in a good year, 
is the largest cotton county in the south, and her neighbors, 
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Hill, McLennan, Bell, and Williamson, are not far behind. 
These black lands hold water like a sponge and I have 
been across them in September when it had not rained since 
June, and yet the cotton was still alive, and had something 
on the plant, even if the crop was a failure. The wonder 
was that anything at all had been produced with only an 
occasional light shower through three months of summer 
heat. These lands have never been thought to need fertil- 
izer, but there has recently been some discussion as to 
whether the staple was not weaker, indicating the soil 
needed refreshment. 

South Texas.—South Texas begins at the Colorado River, 
on which Austin is located, and runs down to the Gulf. 
This part of the state, including the Brownsville section, 
produces the earliest cotton in the belt, new bales coming 
into the Houston market in June. South Texas, like West 
Texas, is apt to be dry, and there is a good deal of the same 
semiarid climate and characteristics. The weevil has been 
in this crop for years. It originally crossed the Rio Grande 
near Brownsville in 1892, and the damage is always large 
and destruction is sometimes complete. The mild climate 
prevents any winterkill. 

North Texas.—This comprises the counties north of Fort 
Worth and Dallas up to the Red River, the boundary of 
Oklahoma. The soil is black and almost as rich as Central 
Texas, while, in the dry years, there is more rain, owing to 
the thunder showers which come over from Oklahoma and 
which have not the strength to reach down to Central Texas. 
This is also a grain country, and when you ride up the 
Santa Fé from Fort Worth to Gainesville, you will find 
grain elevators and cotton gins in the same town. In 1915, 
with high grain and cheap cotton, it was remarkable how 
much grain had been planted, often drilled in between the: 
old cotton stalks, showing plainly the shift in crops. 

East Texas—This is the small section close to the 
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Louisiana border. The northern line is not well defined, 
because the Paris section is classed with North Texas, owing 
to similarity in soil and cotton. Broadly speaking, East 
Texas, then, is south of Marshall, Palestine and Jacksonville. 
Parts of this territory are sandy, and some short cotton is 
produced. East Texas is not as important an area as the 
rest of the state, although the Trinity River bottoms are 
well-known, both for good cotton, and, in wet seasons, for 
weevil as well. 

Oklahoma.—This, like Texas, consists of large fields, roll- 
ing country, much the same soil, and much the same 
character of cotton. Cotton growing is confined to South- 
central, South, and part of West Oklahoma, as the eastern 
part of the state is a coal region, the part north of 
Guthrie does not produce cotton, and extreme western 
Oklahoma is both too cold and too dry for cotton. The 
western line of cotton production is about one hundred and 
fifty miles from Oklahoma City, but varies with the season 
like West Texas. like Texas, Oklahoma suffers from 
drought, but not to the same extent, since the cold air from 
the Rockies, striking the heated air of the state, produces 
many thunder showers. It is better than an equal chance 
that, if the morning temperature of Denver is twenty de- 
grees or more under the morning temperature of Oklahoma 
City, there will be rain in the state inside of thirty-six hours. 

These showers splash over into North Texas, but, in times 
of drought, it is only when the atmospheric disturbance is 
strong enough to send them below Dallas that the dry spell 
is broken in Central Texas. Then they will get down so 
far that they finally draw in moisture from the Gulf. 

The New Cotton Region.—We have reached the limit 
of the old ‘‘cotton belt.’’ Inside that belt there will be 
some increase in acreage as cultivation becomes more inten- 
sive and profitable, but the expansion in cotton growing is 
over, when we think in square miles and not in acres. There 
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is, however, an entirely new cotton-growing region, which 
has great possibilities in the line of acreage, provided only 
that the water supply be assured. This is in the extreme 
southwest—California and Arizona. Cotton cultivation 
began in the Imperial Valley, partly in California and 
partly in Mexico, some fifteen years ago. At first the experi- 
ment was not very successful, owing to lack of experience in 
raising cotton under irrigation, but the United States 
Department of Agriculture devoted time and effort to the 
problem, and also experimented with the breeding of so- 
called ‘‘Pima”’ or ‘‘ American Egyptian’’ long fiber cotton 
as well as with short cotton. This Pima cotton is grown in 
the Salt River Valley in Arizona and also in California. 
The production of this cotton received a great impetus from 
the combination of very high prices during the war years, 
and also the expansion in demand due to the growth of the 
tire industry. The Pima cotton has a long fiber, and many 
bales are silky, but the fine goods people prefer Delta, Sea 
Island or real Egyptian. Presumably the Department will 
overcome the objection of manufacturers to this Pima 
cotton, for they are still at work upon the development of 
what is, after all, a new variety of cotton. Meantime, the 
cotton is entirely suitable for tire yarns, and it has been 
stated that two of the largest tire-manufacturing companies 
proposed to raise their own cotton either in Arizona or 
California. 

The California crop in 1910 was 5,986 bales; in 1914 it 
was 49,835 bales; in 1920, 77,892, and in 1921, 34,809. The 
severe drop in the price of long staple cotton caused a sharp 
decline in the acreage in both California and Arizona in 
1921, but, unless there are rapid and satisfactory changes 
in present methods of weevil control, the trade are inclined 
to expect the future of the long staple crop of this country 
will be found in the Far West. If the weevil control does 
succeed, then the Delta and Sea Island crops may regain 
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their lost supremacy, but, even so, the new cotton region of 
the southwest will be an ever-increasing factor in the long 
staple market. 

New Mexico.—Cotton has been tried in the lower part 
of New Mexico in the Elephant Butte Dam project, but in 
some manner, both the weevil and the pink boll worm 
appeared, so that the state has been quarantined. Cotton 
cultivation had also spread over from West Texas into New 
Mexico around Roswell, but seed shipped thence to Central 
Texas has been proved infected with pink boll worm, so 
that cotton production has been stopped there also. We 
may not hear of New Mexico as a cotton producer for 
several years, but, in the future, it is possible she will join 
the ranks of the cotton states of the Far West. 


CHAPTER II 
COTTON CULTIVATION 


General Remarks.—We must have a general knowledge 
of the conditions surrounding the raising of the cotton 
crop, that we may understand many of the problems of 
marketing that crop. It is not intended that this chapter 
shall be a scientific treatise upon cotton raising, but merely 
a general survey of the conditions essential to the produc- 
tion of a good cotton crop. We shall also confine ourselves 
entirely to the old cotton belt, since cotton under irrigation 
presents an entirely different set of problems. Those 
readers who are interested in a scientific study of cotton 
growing should write the Department of Agriculture in 
Washington. 

Cotton Acreage.—In the United States the cotton plant 
is an annual and is planted fresh every year. There is a 
discussion every spring about the acreage the coming season, 
for there is a variation in the amount of land under cotton 
each year and sometimes the variation is considerable. If 
we look back over the past forty years, we shall find a steady 
increase in the consumption of cotton, and a steady increase 
in the amount of cotton produced, so that the acreage also 
has increased. We have had sharp reductions in the acreage 
for a single season due to various reasons, and each year 
there is a discussion in the southern press as to how much 
land should go under cotton. As the months go on, there 
are many private estimates of acreage, and the Department 
of Agriculture issues in July with their statement of the 
condition of the crop as of June 25 an official estimate of the 


cotton acreage. These are the official figures and are 
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accepted by the trade as the basis on which to figure the 
crop for the coming season. The Department calls them 
‘‘preliminary’’ and always corrects them the following 
June. 

Cotton is the cash crop of the South and can be more 
profitably raised than any other crop. For years the South 
was a ‘‘one-crop country,’’ a statement you will often find 
used in the newspapers of to-day, although, as a matter of 
fact, the South does now raise a fair proportion of her food 
and feed at home. Exactly how much the South should 
produce for home consumption depends entirely upon the 
economic situation. There is a point at which it is cheaper 
to buy than to produce, and a certain amount of their 
supplies the South will always purchase. The cotton is 
cash, and the amount received for the cotton will often 
recompense the farmer for his outside purchases to better 
advantage than if he had used the land to grow food or 
feed instead of cotton. There is an agitation each year 
based on the old one-crop theory, but the trade pay little 
or no attention to editorials and speeches on the subject, 
for they know from past experience that it is the price of 
cotton, the price of supplies, the supply of labor, and other 
economic facts, which in the end determine the acreage. 
The southern farmer and merchant know this also, but they 
enjoy the annual discussion which they feel develops the 
facts. 

Acreage and Price.—The price received for the preceding 
year’s crop is an important factor, since, other things being 
equal, a high price one year means an increase in acreage 
the next. The price of food and feed may offset the high 
price for cotton and prevent any increase in acreage. The 
planter has learned the wisdom of crop rotation to preserve 
the fertility of his soil, and he now grows a certain propor- 
tion of his supplies at home in any event. But when feed 
and food are high in price, it may be that he will find it 
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cheaper to raise them than to buy them. In such ease the 
high ectton price will not bring an increase in the cotton 
acreage. The war years were good illustrations of this 
point, for, despite the extraordinary cotton price, the South 
never raised as much ‘‘hog and hominy’”’ as in those years. 

Acreage, Labor and Farm Animals.—There was a 
steady fall in the supply of farm labor in the South from 
1915 on, and this fact kept down the acreage, because cotton 
is a crop requiring much cultivation, so that the planter 
dislikes to overcrop himself. He will take a chance at 
attractive prices and plant all he can possibly cultivate in. 
good weather, but that always means increased abandon- 
ment of acreage in case there is any great amount of rain. 
Further than that he will not go, so that a shortage of labor 
will prevent an increase of acreage despite a high price. 
The labor question, while particularly acute in recent years, 
is always present in the South. Construction work on the 
railroads, levees, or roads, and an increase in the demand 
for unskilled labor for industry, will decrease the supply 
of farm labor. The negro likes cotton, which he knows as 
well as himself or his mule, but he likes short hours and 
high wages also, and it is hard to hold him on the farm 
when he can get them elsewhere. The labor question has 
increased in importance, now that to the ordinary cares of 
cultivation is added the matter of weevil control. 

Closely connected with the labor question is the supply 
of farm animals. There must be mules or cotton cannot be 
raised, and every year the market letters and trade journals 
have much to say about the supply and the price of mules. 
The importance of the mule question may be seen from the 
fact that the farm is often sized up on the basis of ‘‘a one- 


mule farm,’ or a ‘‘two-plow property.’’ We had the usual 
ee ee 

1 An interesting attempt to reduce to a formula the amount of food 
raised at home may be found in “Family and Farm Supplies on the 
Cotton Farm,” C. L. Goodrich, U. 8, Dept. Agriculture, Bulletin 1015, 
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war dislocation in this quarter also, from which the South 
is just beginning to recover. After the Allies had scoured 
the South and West for mules and horses in 1914, 1915, and 
1916, animals were high in price and difficult to secure at 
any price. 

Acreage and Fertilizer.—It has often been said that the 
lack of commercial fertilizer would reduce the cotton acre- 
age, but the war years seem to show that this is not correct. 
From 1915 on the lack of potash made high-grade fertilizer 
very scarce, and all fertilizer was high in price. Yet there 
seemed to be little effect upon the acreage, although it is 
possible some sandy land went uncultivated, because the 
planter knew his chances for a crop without potash were 
small. As to what influence the lack of fertilizer had upon 
that is another question. 

Acreage and Finances.—When the amount of cotton 
carried over in the South by the farmer is large, then the 
acreage may be a good deal reduced. The southern farmer 
has become quite independent to the advantage of all, but, 
like every business man, he requires a certain amount of 
financing each spring. When he has cotton on hand from 
the last crop, he is more or less crippled at the time of 
planting the next year. He needs to borrow money as usual, 
but he is loath to borrow as freely when he still has unpaid 
loans. The bank also is unwilling to extend credit to the 
usual extent, when they still have unliquidated paper. 
Therefore, in such cases, the cotton acreage is reduced 
simply because the low price and the unliquidated loans of 
the preceding year prevent financing on the normal scale. 
The spring of 1921 affords an excellent illustration of such 
a situation. A large amount of cotton was carried over 
unsold, prices had been sharply reduced, a severe financial 
stringency had taken place in the winter of 1920-1921, and 
the credit situation in the spring was strained. The result 
was a very sharp reduction in the acreage, originally esti- 
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mated by the Department at almost 30 per cent from the 
1920 figures, although subsequently these figures were 
modified. 

Acreage Summary.—The remarkable reduction in acre- 
age in the spring of 1921 has led to discussion of the maxi- 
mum cotton acreage. Have we seen the largest acreage 
under cotton? Are the shortage of labor and the weevil 
to prevent any increase beyond the maximum figures 
reached in 1913 of 37,458,000 acres? These are questions 
which time alone will answer. We can say, however, that 
the weevil has brought sharp reduction in acreage in each 
state as he appeared, and that this acreage has subsequently 
been largely regained. If weevil control is successful, then 
we will have a gradual return to a normal acreage, that is, 
to an acreage which increases slowly with the demand for 
cotton. The cotton acreage in the old cotton belt can still be 
expanded within the territorial limits of the states, and that 
expansion will take place when the weevil is controlled, and 
when the demand from the world for cotton makes such 
increase in acreage necessary. If the weevil is not con- 
trolled, then the answer to the question may be very 
different. 

Crop—Winter Preparation—The actual planting of 
cotton takes place in the spring, but, to obtain the best 
results, a good deal of farm work must be carried on in 
the fall and winter. As early as possible the old cotton 
stalks should be cut down, removed from the fields, and 
burned, as a primary method of weevil control. The weevil 
hibernate over the winter, and the removal of the old stalks 
leaves them one refuge the less. This burning of stalks is 
recommended by the Department of Agriculture, but is too 
often neglected, because it may be late in the winter before 
the old cotton is all picked, and because, after the season’s 
work is over, there is a natural slackening of effort. The 
burning of the stalks is of great importance, and it is 
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probable public opinion will force the lazy or indifferent 
planter to destroy his old stalks, so that his carelessness will - 
not injure others. 

Winter Plowing.—After the stalks are removed, the land 
should be thoroughly plowed and softened for the winter 
rains. Not only will this conserve the moisture in those 
sections where long dry spells are to be feared, but it will 
also refresh the land. Moreover, this winter plowing will 
expose to the elements many insect pests which winter in 
the soil, and whose larvae (worm stage) and pupae (resting 
stage) are thus destroyed by being turned out into the air 
and exposed to rain, snow, and frost. Bollworm, cutworm, 
and grasshoppers are all reduced in number by winter 
plowing? The damage from fungus growth, such as pink 
boll rot, is also reduced in this manner. In the West, this 
fall or winter plowing is of even greater importance, because 
of a disease known as Texas root rot, which is most destruc- 
tive and which is best fought by deep fall plowing and a 
thorough aération of the soil.® 

Season in the Ground.—The question of winter rains and 
snows, or, as it is called, ‘‘the season in the ground,’’ is of 
importance all over the belt. Where the ground has been 
thoroughly plowed and made ready, this winter moisture 
is of great benefit. In Texas and Oklahoma, especially 
Texas, whose black lands hold water so well, this winter 
moisture is of the utmost importance, and may prove the 
salvation of the crop in case of a spring drought. In 1911, 
for example, good winter rains carried the Texas crop 
successfully through a spring drought, which was not 
broken until July. The season in the ground is a subject 
of interest every year and may become a market factor of 
prime importance. The Weather Bureau publishes in the 
early spring a detailed statement of winter rainfall by 


2U. S. Dept. of Agriculture, Farmers’ Bulletin 890. 
8 Farmers’ Bulletin 1187. 
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stations in Texas and Oklahoma, so that every one can 
know just what the winter rainfall has been. This is a 
preliminary to the detailed report from the same stations 
issued daily through the growing season. There have been 
several bull markets, which had their origin in the lack of 
a season in the ground in Texas, notably the market of the 
first ‘Seales Year,’’ 1909-1910. 

While we must admit the importance of a season in the 
ground, we must not be carried away with the idea, for, 
after all, the cotton crop is produced in the summer and 
not in the winter. The season in the ground will not alone 
make a crop, and the lack of winter moisture will not alone 
ruin acrop. It is possible to raise a large crop of cotton in 
Texas and Oklahoma without winter rains; it is possible 
to raise a large crop with winter rains and a long-continued 
spring drought; but it is not possible to raise a large crop 
without winter rains and with a spring and early summer 
drought. The subsoil moisture is exhausted and there is no 
reservoir on which the tap root can draw to keep the plant 
vigorous until the rains come. So we must regard the 
season in the ground as a most valuable asset for the crop. 
to possess, but not as a factor which is absolutely essential 
to a large yield. If we have good spring and summer rains, 
the crop will survive the lack of subsoil moisture and will 
produce a good yield without a season in ground. 

Winter and Weevil.—The weevil lives over the winter in 
fence corners, standing timber, rubbish, uncut cotton stalks, 
and anything else, which will give shelter. Cold alone 
does not actually destroy weevil unless long continued, for 
weevil have been known to survive temperatures of 15° 
above zero Fahrenheit. It used to be said that weevil could 
be frozen in cakes of artificial ice and survive. Careful 
observation has shown that, in the open, weevil can be 
 winterkilled, and that the number of weevil is always less 
after a severe winter. Temperatures approaching zero 
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Fahrenheit will kill weevil, especially if followed by snow 
or freezing rains. This is more particularly true where the 
means of shelter have been reduced by the burning of old 
stalks and rubbish from the past summer. In any event 
weevil will survive any winter in old fence posts, stumps, 
timber, and such shelter as is always available in wooded 
localities, but the severe winter does reduce the number. 
The South is far less tropical than many northerners believe, 
and there is always one cold wave in any winter, which 
will carry temperatures near zero as far down as Memphis, 
Birmingham, and Atlanta. A severe winter like 1917-1918, 
or 1919-1920, will have several such severe cold spells, 
sometimes extending freezing temperatures all the way 
down to the Gulf. In such a season there will be weeks of 
cold weather with snow and ice, freezing rains, and thaws, 
all of which reduce the weevil the following spring. In 
1917-1918, the temperature went as low as 13° below zero 
at Memphis—a record—and the following summer the 
weevil damage was the smallest in several years. Before 
the summer drought set in to further reduce the weevil that 
year, it was remarked all over the belt that the number of 
weevil coming out of hibernation was unusually small. The 
ideal weather is to have a mild spell early so that the winter 
plowing can be well done, and then to have many severe 
cold waves with as much rain and snow, and thawing and 
freezing as possible. After such a winter, the soil is in 
good condition and the weevil are reduced in number, so 
that the crop has two substantial advantages at the outset. 

Preparations for Planting.—The actual preparation of 
the soil for the new crop begins in extreme South Texas in 
January, and moves slowly up north with the spring. After 
_ the first spring plowing, the land should lie out for a time, 
if possible; the early plowing is done as deep as possible 
to bring up the subsoil and change the land into which the 
seed will fall. Just prior to 1914 a lot of experimenting 
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was done with powder and dynamite to bring up the sub- 
surface. It is now thought unwise to do much of this sort 
of thing just before planting, for the soil is full of moisture 
from the winter, and there is not time for that thorough 
aération of the land, which is the great advantage of deep 
plowing. As there is seldom opportunity for aération in 
the spring, it is better to do the changing of the soil in the 
winter or fall plowing. When winter work is entirely lack- 
ing, then spring work is of the greater importance. Some- 
times neither winter nor spring work is done, or is so badly 
done as to be valueless. In that case the crop starts with 
a handicap from which it is quite likely not to recover. 
When the stalk cutter, the plow and the planter are to be 
seen in the same field in the spring, the crop lacks prepara- 
tion to an extent which can easily prove fatal. The war 
crops all suffered from a lack of either winter or proper 
spring preparation, due to the increasing scarcity of labor. 

Planting.—Aside from Southwest Texas, which is too 
early to be considered with the balance of the belt, planting 
begins along the Gulf about March 25, and extends north 
into the central portion of the belt between ‘April 10 and 
May 1, reaching the northern border between April 20 and 
May 15. These are normal dates, but cotton can be planted 
somewhat earlier in favorable years, and must be planted 
later in unfavorable years. Much delay beyond these dates 
is now dangerous, however, because of the weevil. Spring 
frosts are not infrequent, sometimes doing considerable 
damage, so replanting is necessary and the crop is badly 
delayed. The best example of damage done by a spring 
frost is the 1910 crop, which was caught by a severe frost 
late in April and so badly injured that widespread replant- 
ing was necessary. The crop never recovered from the 
delay. A spring frost will often cause a flutter in the 
market, but the question of how much the crop is delayed 
is the important factor. 
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Spring Rains.—A rain on which to plant, is always use- 
ful, and may be essential in the West, if the winter has been 
dry. In recent years the Atlantic has suffered so much 
from rains, that one almost forgets moisture is always 
helpful for germination. On the other hand, too much rain 
right after planting will cause rotting seed and poor stands, 
sometimes doing as much damage as a late frost. In the 
wet years much replanting is thus made necessary. 

Planting Beds.—In former years cotton was always 
planted in raised beds, but this is no longer thought neces- 
sary, except in lands where the wash is unusual. Most 
cotton is now planted ‘‘on the flat,’’ so that in the early 
spring, before the crops are out of the ground, you can no 
longer tell at a glance whether a field is planted to cotton 
or not. The early acreage estimates, therefore, can no 
longer be relied upon as in the past. 

Stands.—With good weather cotton comes up quickly 
after planting, the little plants showing two small leaves 
just above the surface. If you pull up these newly grown 
plants, you will find a miniature ‘‘tap root’’ stretching 
down into the ground. Cotton fields just coming up to a 
good stand are a pretty sight, especially in the West, where 
the rows of little plants, with their two tiny leaves, reach 
away to the horizon. It is a great advantage to have the 
plants come to a good stand, especially now that the weevil 
necessitates early maturity. A moderate rain after plant- 
ing, clearing weather, and warm nights are best for new 
planted cotton. Cold nights even without frost stop germi- 
nation, and the fields will show many a gap in the rows. 
Such bad stands come every year in parts of the belt, but 
when they are widespread, so that much replanting is 
needed, the crop starts with a most serious handicap. A 
crop delayed in the spring is dangerously late for weevil 
in the summer, and may be so late as to be damaged severely 
by frost in the fall. 
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Cultivation.—As soon as cotton is up to a stand, cultiva- 
tion begins. The plants are first ‘‘chopped out’’ to leave 
the best number for results in the rows. The Department 
of Agriculture advises local experiments to determine the 
best “‘spacing”’ for good results. Cultivation is very impor- 
tant now that the belt is all infested with weevil. The old 
plantation rule of ‘‘once a week and one in a row’’ for 
cultivation is an excellent plan. Great care must be taken 
to avoid anything which will cause the plant to shed. 
Deep plowing alongside the plants after a crop is ‘‘set’’ 
may cause excessive shedding of the early bolls. Much 
care must be taken to get the best result from the fertilizers 
used, which should be worked to get the earliest maturity. 
The old custom of late cultivation to ‘‘lay the crop by”’ is 
now largely abandoned, and cultivation is kept up till the 
last moment, in order to keep the plant making as many 
squares as possible. The weevil much prefer to feed on the 
squares, and the late buds are therefore a protection to the 
bolls already on the stalk. This late cultivation, however, 
must be done with great care, as running the plow close 
enough to the plant to cause heavy shedding will be 
disastrous.* 

Early Rains.—The importance of spring weather is very 
great, for the constant cultivation can be seriously inter- 
rupted by steady rains or showers in April, May and June. 
These rains will rot the seed, making much replanting neces- 
sary, and every delay makes the crop so much the more 
susceptible to the weevil. Moreover, if it continues to rain 
after the final planting is finished, then a fresh source of 
damage is opened. For the grass and the weeds grow as 
fast as the cotton, and are shortly very difficult to remove. 
They are not only numerous and well rooted, but cutting 
them out is difficult to accomplish, without injuring the 
J Bulletin 1262 of the Department of Agriculture, “The Boll Weevil 


Problem,” contains valuable advice as to planting and cultivating 
against weevil. 
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cotton plants. In the years of labor shortage, it is often 
impossible to clean the fields, and in midsummer you will 
see the cotton plants practically concealed under the grass 
and weeds waving above them. Such fields ‘‘got in the 
grass’’ so badly, that the farmer was unable to secure the 
labor necessary to clean them. The acreage thus ‘‘aban- 
doned’’ may amount to a considerable percentage of the 
total amount pitched. Still another evil result follows 
from these ‘‘wet Mays,’’ which are well recognized by the 
trade as a crop menace. Ordinarily, the cotton plant puts 
down a long ‘‘tap root,’’ by means of which it is enabled 
to obtain subsoil moisture in hot, dry, summer weather. 
Now, if the rains continue early in the spring, this tap root 
does not grow, and the plant shoots forward rapidly, 
without adequate roots. The result is, that when the hot 
summer weather appears, the cotton sheds very badly, 
thereby losing many of the early bolls, which offer the best 
opportunity for getting ahead of the weevil. Of course, 
there are seasons when, after a wet May, the weather 
turned off clear and warm, followed through the summer 
with showers just as needed, so that the weakened plant 
produced a good crop despite the start. The classic example 
of that kind of recovery is 1920, for that year the crop 
made a very poor beginning. My partners were South 
on a trip and returned in very low spirits, for they found 
grass, wet fields, poor stands everywhere, all the indications 
of a wretched start and a poor crop. Yet, the 1920 season 
was afterwards ideal, and the yield was 13,366,000 bales 
(linters included). So you see a wet spring need not prove 
fatal, although it certainly starts the crop on the downward 
path, and, in these days of weevil, that alone may prove 
the determining factor and bring about a small crop. In 
the years gone by, the trade used to regard a bad start as 
not serious, as the chances were the crop would recover. 
Now that we have the weevil, a late crop may recover, 
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but there is no certainty that it will, and the chances are 
against it. 

June Prospects.—During the month of June the crop 
usually improves, so that June 25 condition figures, pub- 
lished by the Department of Agriculture the first week in 
July, are frequently high. The market is likely to reflect 
this view of the prospective supply and temporarily to 
decline. Hence comes the old saying: ‘‘The man who can 
once sell the June prospect at the August price will never 
have to work again.’’ The reverse is also true, and, speak- 
ing from painful experience, if you sell the June prospect 
at the June price, you are likely to have some overtime 
work, in order to get even again. 

Fruiting.—After the first of July, the crop begins to 
fruit, and so, even in the large crop years, it does not look 
so well. The first sign of fruiting comes from the 
“‘squares,’’ or three leaves together, with the flower bud 
inside. The squares usually come three weeks before the 
bud opens into a ‘‘bloom,’’ which is cream-colored the first 
day, changing to red or pink the next day, and falling to 
the ground on the third. A cotton field in bloom is a pretty 
sight with the different colored flowers scattered over it. 
From the time the flower drops, leaving a little pod, until 
this has developed into a grown ‘‘boll,’’ and opened so that 
the cotton hangs from it, is usually between forty and fifty 
days. There is a saying: ‘‘It takes six weeks from the 
bloom to the grown boll,’’ and this test is applied to late 
cotton in comparison with the average frost date. Every 
erop has more fruit on the plant than can be carried to 
maturity, and the excess bolls are ‘‘shed’’ off during July 
and August. The shedding varies with several conditions, 
namely: (1) the condition of the plant, since a weak, sappy 
- plant, with poor taproot, will shed badly in hot, dry 
weather; (2) the weevil, for punctured bolls fall off; and 
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(3) fertilizer, since, on the weaker soils, this is necessary 
to hold the crop on the plant. 

Fertilizer.—This brings us to the matter of fertilizer m 
cotton cultivation. Commercial fertilizer is used every- 
where in the Atlantic, in parts of the Gulf states, in the 
hill lands of Mississippi and Arkansas, and recently there 
has been discussion as to whether it will not be beneficial 
in Texas and Oklahoma. Potash is used in commercial 
fertilizer, but it is not the absolute essential many imagine 
it to be. Before 1915, a popular formula was a 2-10-2, 
that is to say, two pounds of nitrogen, ten pounds of phos- 
phorie acid, and two pounds of potash, to the hundred- 
pound sack. There are two kinds of potash, kainit of 
potash, which is 12.5 per cent potash, and muriate of 
potash, which is 50 per cent potash. The nitrates have 
come from Chile, the phosphoric acid from Florida, and 
the potash from Germany. Of course, after the War broke 
out, potash was lacking, although efforts were made to pro- 
duce it from kelp in California, and to develop some potash 
beds in Nebraska and Utah. Besides the German deposits 
there are beds in Alsace-Lorraine, which the German gov- 
ernment would not permit to be worked, but which will 
doubtless now produce potash in competition with Germany. 
Nitrates were produced from the air during the War, but 
there is a question whether the plant at the Mussel Shoals 
on the Tennessee River can produce nitrates commercially 
for fertilizer. It is a matter of price as compared to other 
nitrates. 

During the War the fertilizer used was low grade, and 
had either very low potash content, or none at all. The 
result rather surprised the trade. Potash is not needed on 
all soils, and its use on heavy land, such as the red clay, is 
of questionable benefit. Some authorities claim that potash 
on heavy land is not needed, because the soil itself contains 
sufficient. On sandy land, however, or on land infected 
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with what is known as ‘‘eotton wilt,’’ potash is almost a 
necessity, in order to hold the fruit on the plant. Without 
the potash the shedding is heavy. Commercial fertilizer 
is needed in so large a percentage of the belt that a reduc- 
tion of its use will be reflected in the yield. For example, 
in 1921, the use of fertilizer was cut to a minimum, owing 
to the financial situation, and the crop is thought to have 
suffered materially. The lack of potash was not so serious 
as the trade had expected, but the lack of any commercial 
fertilizer is certain to cut the yield.® 

Some of the southern states have placed a tax upon 
fertilizer, both for revenue, and to insure the accuracy of 
the formula painted on the sacks. This tax is collected by 
‘‘tags,’’ which are placed upon the bags of fertilizer. The 
amount of fertilizer tags sold is commented upon each 
spring, both as an indication of the acreage, and of the 
probable condition of the crop later in the summer. 

Weather During Fruiting.—The most favorable weather 
possible for the growth and fruiting of the crop varies 
somewhat with the soil and other conditions in different 
parts of the belt, but a few general observations can be 
made. Cotton is a dry, hot-weather plant, and does best 
with moderate moisture, hot weather, but not too long con- 
tinued extreme temperatures. Hot, moist nights are also 
beneficial. Of course, this is the southern climate, or else 
cotton would not be the principal crop. Temperature well 
over a hundred, however, will cause heavy shedding, if it 
last many days, and this shedding will increase, as the 
heat continues and the subsoil moisture is exhausted. On 
the other hand, wet weather long continued is bad for cot- 
ton, especially since the weevil arrived. The damage now 
done in a long wet spell during July may prove irreparable, 


particularly, if the August following is hot and dry with a 

Do 
5 See Knapp, Method of Growing Cotton (1913, Doubleday Page 
aie 
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weak plant shedding heavily. This happened in 1916 and 
in 1921, both crops east of the River being ruined by a wet 
July, and the ruin made certain by a hot August. 

Western Droughts.—West of the River the situation is 
a bit different. Droughts are very destructive in Texas, not 
quite so destructive in Oklahoma, and, while very serious, 
rather less dangerous in Arkansas and West Louisiana. 
Those who live in the East cannot imagine what the word 
‘‘drought’’ means, until they have seen a dry summer in 
Texas and Oklahoma. I have been in Texas in a drought 
extending from June to September, with only a few widely 
separated showers during the time, and it was impossible 
to escape the all-pervading consequences of such dry 
weather. Many towns are without water, save what is 
brought in by the railroad in tank-cars. I recall being in 
one city, where the traveler was greeted by the following 
sign, hung over the hotel desk: 


ACCOUNT DROUGHT 


No Batus. No Rooms witH BatxH Sox. 


Water turned on only from 6 to 9 A. M. and 5 to 
8 P. M. Guests will accommodate themselves accord- 
ingly. 


The sign was literally true, and it may well be imagined 
that, under such conditions, vegetation suffers. In a year 
like that nothing is raised at all in West Texas, and only 
the wonderful black lands allow Central Texas to get some 
cotton, not a crop by any means, but a yield impossible on 
any other soil. In droughts the plant is stunted, one or two 
small bolls appearing right at the top, and growth then 
ceasing. This is called ‘‘blooming at the top,’”’ a phrase 
often heard in the dry years. Cotton which is blooming 
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at the top is done, and will grow no more until it has had 
copious rains. Then the plant will take on new growth and 
start to fruit afresh, and, if favored with a late frost, will 
make additional cotton. When we have late August or 
early September rains in Texas after a drought, then the 
trade begins to figure the six weeks from the bloom to the 
grown boll. When those six weeks pass without frost, then 
the Texas crop is larger than anticipated. So we have 
the saying that ‘‘Texas can promise more and make less; 
and promise less and make more, than any other cotton 
state.’’ The following anecdote contains a germ of truth in 
a setting of poetic license. A planter in North Texas 
announced one September that the drought had not left 
him enough cotton to pick, so he went off to California. 
Returning just before Christmas, he was asked on the train 
by a neighbor, why he did not pick his cotton. Going out 
to investigate next day, he found about half a bale to the 
acre on the plants. It had rained the day after he left 
home in September, there was a late frost, and that was 
the result. 

Hot Winds.—Hot winds will much increase the damage 
done in hot, dry summers. There is occasional complaint 
of them in the East, but in the West they attain true viril- 
ity. They will blow so hot that a hand held out of the car 
window in the shade but in the wind will scorch as though 
exposed to the sun. Such winds will shrivel corn in a 
night, turning the leaves brown, and wrapping them around 
the stalk. Cotton will withstand them longer, but, unless 
there is speedy relief, cotton is killed. 

Comparison of 1914 and 1918.—An excellent illustration 
of what a drought will do in Texas can be made by compar- 
ing these two years, when the acreage was the same for all 
practical purposes, since the variation was only 100,000 
out of 12,000,000 acres. In 1914, an early summer drought 
was relieved by soaking rains the first week in August, 
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Texas and Oklahoma together producing about one-third 
the total crop. In 1918 the drought was not broken all 
summer. The 1914 crop was larger than the figures indi- 
cate on account of the delayed marketing due to the War. 
Nevertheless, that crop in Texas was 4,530,000 bales (linters 
included), while the 1918 crop was 2,500,000 bales (linters 
included). Such a variation in Texas alone can spell the 
difference between a good crop in the entire belt and a 
failure. It is no wonder Texas rain reports are carefully 
watched. 

Frost Dates.—These are always matters of importance, 
but, in late and backward crops, they may become a most 
vital factor. Frost is of particular damage to cotton, because 
the crop does not mature at once, but at different times. 
After putting on the first bolls, the plant continues to grow, 
to make squares and put on bolls, to repeat the process on 
the higher limbs, until finally it is killed by frost. These 
late bolls make what is known as the ‘‘top ecrop,’’ which, 
when it matures and is picked, will add materially to the 
yield. In fact, the very large crops are all made by the addi- 
tion of a top crop. Of course, an early killing frost will 
eliminate this top crop, and it will also eliminate any new 
growth made in Texas and Oklahoma by late August or 
early September rains. Therefore, in dry years, the frost 
date is of vital importance to the markets. 

The earliest killing frost on record was in 1917, when 
frost reached Memphis on October 9, and penetrated to the 
Gulf, killing frost being reported from every station by 
the end of October, except Galveston, New Orleans, Mobile, 
and Charleston. The latest killing frost of which I can 
find record was November 3, 1905, at Memphis. As a rule, 
any killing frost in the month of October will do real dam- 
age, the extent of which will depend upon the day of the 
month, and the distance to which killing temperatures pene- 
trate the cotton belt. Aside from a killing frost, there are 
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always many alarums, many light or ‘‘white’’ frosts every 
fall. 

Wet Falls——These are the bane of the cotton world. 
Heavy and persistent rains, at the time when the crop is 
all open on the plant, will ruin the grade and materially 
weaken the staple. Also there are many half-rotted bolls, 
which have the seed ‘‘sprouting’’ in them, the cotton from 
which is most unsatisfactory for spinning. The scarcity of 
good grade and staple causes troubles of which we need 
not speak here. Moreover, cotton picked wet, ginned wet, 
and shipped wet, is the source of infinite damage and loss. 
The trade would far rather have a short crop with all its 
attendant risks, than a large crop of ‘‘wet’’ and ‘‘dam- 
aged’’ cotton. Nothing has caused more trouble in the 
cotton trade than the wet falls, of which 1906, 1913 and 
1919 are the classic examples. 


CHAPTER III 
INSECT PESTS 


Minor Insect Pests.—Like all crops cotton has many 
insects preying upon it, but most of them are easily con- 
trolled, either by poison, or by suitable methods of cultiva- 
tion. In early spring cutworms, and what are called ‘‘ May 
beetles’’ in Texas and Oklahoma, injure the stands. These 
pests are a nuisance and may do much damage in a rainy 
spring, but they can be controlled by poison. A little later 
appears the cotton ‘‘louse,’’ or aphis, also held in check by 
poison, but often doing real damage. Then we have grass- 
worms, which prey upon the stem of the plant, and also 
grasshoppers, particularly in Texas, both of which are con- 
trolled by shallow cultivation and poison. 

Defoliators—The worst of these is the famous ‘‘army 
worm,’’ which, some forty years ago, absolutely ruined 
several crops. These live only upon the cotton plant, which 
they strip of leaves. When they arrive late, so that the 
fruit is already on the plant, the loss of the leaves is not 
so serious, but earlier in the year they must be fought vigor- 
ously, or they will prevent the plant from fruiting. In 
1911, we had an army worm scare, both Mississippi and 
Alabama being infested, but the worm arrived late in the 
summer, and a large crop was already on the plant. 
Another defoliator is the ‘‘red spider,’’ which collects in 
masses on the under side of the leaf, sucking out the juices. 
and turning the leaves red. They will kill the plant in this 
manner if not checked. They can be controlled by poison, 


and by careful cultivation. They collect on weeds as well 
38 
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as on cotton, so that cultivation removes their shelter. 

Major Insect Pests—Boll Weevil; Habits—We now 
come to the most destructive pest of the past thirty years, 
the Mexican cotton ‘‘boll weevil.’’ The trade refer to him 
respectfully as ‘‘the weevil.’’ He has been so destructive 
that he has materially changed the methods of cotton eulti- 
vation, and the character of the cotton produced in many 
sections. The appearance of the weevil has been variously 
described, some likening him to a small elephant because 
of his proboscis, and some to a diminutive horseshoe crab. 
When first emerging he is yellowish in color, but soon 
changes to a grayish hue, becoming almost black. He can 
easily be mistaken for other species and vice versa. The 
weevil passes the winter either as an adult or as a beetle. 
The average survival of weevil over the winter ranges from 
11 per cent in a mild winter to 2.82 per cent in severe win- 
ters. The average of experiments in Texas and Louisiana 
from 1906 to 1911 was 6 per cent. In 1914 and up to 1920 
experiments were made by the Government at Tallulah, 
with from 20,000 to 30,000 weevils a year, and the average 
survival varied from 0.3 per cent to 5.9 per cent. The 
emergence in the spring varies with the rainfall and tem- 
perature, but, as the weevil is all over the belt, the period 
of emergence is prolonged from March till June. The indi- 
viduals best protected suffer least in hibernation, and this 
also tends to lengthen out the emergence. In addition to 
burning old cotton stalks, the farmer can reduce hiberna- 
tion by clearing up all brush and rubbish around the fields. 
Weevil hibernate very successfully in timber, consequently, 
fields next timber are most infested. It will pay, therefore, 
to poison these fields always. After emerging, weevil can 
do without food for some time. Experiments have shown 
a maximum survival without food for ninety days, and 


1A complete account of all minor pests can be found in Farmers’ 
Bulletin 890, U. S. Dept. of Agriculture. 
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many weevil have survived from six to twelve weeks. An 
egg hatches in about three days, and, in from seven to 
twelve days, the larvae or grub passes into its pupa stage, 
which, in turn, lasts some three to five days, when the adult 
issues, and, in about five days, begins the production of 
another generation. Males and females are produced in 
about the same number. The males do not move until the 
food deteriorates, but the female goes around laying eggs, 
either inside the bud, or, more frequently, by boring a small 
hole in the square, crowding the egg inside, and sealing it 
over for protection with a little spit or wax. They do not 
lay eggs in squares visited by other females, until late in 
the fall, when all fruit is infested, when several eggs will 
be found in a single square. As long as there are squares 
to be had the bolls are not damaged to any extent and have 
a fair chance to mature. An interesting habit of the weevil 
is to pretend death, contracting their limbs and falling to 
the ground, when disturbed. As a rule weevil do not live 
more than fifty days, but in experiments one weevil sur- 
vived from December 10 till October, or about eleven 
months. The weevil can fly, and has been known to fly 
over forty miles in a short time, although most flights are 
much shorter. There is a so-called ‘‘dispersion period’’ 
from the middle of August till the end of the season, when 
most of the flying is done. 

History.—The insect first crossed the Rio Grande from 
Mexico, near Brownsville, in 1892, and slowly spread over 
the entire belt. It is not known whether it flew over the 
river, or whether it was brought over in seed cotton. At 
any rate it spread slowly through southwestern Texas, and 
finally over the entire state. By 1900 about half of Texas 
was infected, by 1903 the weevil was in Louisiana, by 1907 
it had crossed the Mississippi River, and in 1910 and 1911 
it reached Alabama, crossing the state slowly, until it 
touched the Georgia line in 1914. The weevil spread rap- 
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idly the next few years, reaching South Carolina in 1917, 
and getting well into North Carolina by 1921. An inter- 
esting method of observing the increase in the damage done 
the cotton crop may be seen from the following table of 
estimated percentage of weevil damage for ten years: 1911, 
1.28 per cent; 1912, 3.26 per cent; 1913, 6.69 per cent; 
1914, 5.91 per cent; 1915, 9.93 per cent; 1916, 13.86 per 
cent ; 1917, 9.34 per cent; 1918, 5.83 per cent; 1919, 13.20 
per cent; 1920, 19.95 per cent; 1921, 34 per cent. 

Weevil Control—Natural Adversaries.—The weevil have 
a number of parasites which prey upon them and tend to 
keep the number down. Ants are known to attack the 
larvae and grubs and are known to have killed as high as 
25 per cent in a single field. The most important natural 
means of killing weevil is the weather in the winter and 
summer. We have seen already that the weevil is reduced 
by winterkill in severe seasons. In the summer, when in- 
fested squares are exposed to the direct, unobstructed rays 
of the sun, the mortality is very high. The amount of de- 
struction is in direct proportion to the shade, and as high 
as 90 per cent of immature weevil have been killed by the 
sun. This explains the fact that hot, dry weather reduces 
weevil damage, while a rainy, cloudy summer favors their 
rapid multiplication. 

A western drought will much reduce weevil damage, but, 
as it will also reduce the crop, the balance is difficult to 
find. As an illustration let us take the two seasons of 1916 
and 1918. There was a variation of only 1,000,000 acres 
out of 37,000,000 between the two years. The season of 
1916 was an ideal weevil year, a comparatively mild win- 
ter, followed by a wet summer. The season of 1918 was the 
exact reverse, the coldest winter on record being followed 
by a very hot, dry summer, and the worst drought on record 
west of the River. The percentage of weevil damage in 
1916 was 13.36 per cent and in 1918 only 5.83 per cent. 
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Yet the total crop in 1916 was 11,363,000 bales and that in 
1918, 11,906,000 bales (linters excluded in both years). 
It can be seen that the ‘‘dry weather’? remedy may be as 
bad as the disease. 

Cultivation—The Department of Agriculture has de- 
voted much time and effort to experimentation with weevil 
in order to get the best results in weevil control. We have 
already referred to the fall destruction of old plants, which 
is most important, not only because a certain number of 
old weevils are destroyed, but also because numbers of im- 
mature weevil are prevented from hibernating. The diffi- 
culty with the removal of the old stalks lies in the fact that 
it is the most effective when done before killing frost. This 
naturally tends to prevent the full effect of this method 
of control in those sections where frost normally comes 
before the crop is picked. Here a partial result of the same 
character can be accomplished by grazing stock in the fields. 
All ‘‘volunteer’’ cotton in the spring from the old crop 
should at once be destroyed, for the weevil seek these large 
plants in the early spring on which to deposit their progeny, 
which thus come to maturity earlier than otherwise would 
be the case. All rubbish should be removed and burned to 
reduce hibernation. Timber is a favorite hibernating 
ground, especially in the more northern sections, and care 
should be taken to poison thoroughly all fields near standing 
timber. 

The cotton plant flowers and blooms, and makes squares 
and bolls all summer. Prior to the weevil this was a great 
asset, since it allowed the crop to recover from a bad start. 
Now, however, the weevil multiply so fast that they will 
puncture bolls and squares at the end of the summer more 
rapidly than the plant can put them on. It is a race be- 
tween the weevil and the cotton, and every care should be 
given the plants to force them along, so as to get the largest 
crop of early bolls, and keep them from shedding. The 
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plant always sheds a percentage of its fruit, so that the 
early crop may not lose many additional bolls from weevil. 
That is to say, the additional number of bolls punctured 
by the relatively small number of weevil will not add to a 
normal shedding. But, with later cotton, the case is far 
different. Here the squares are immediately infected, and 
in ease of bad infestation, the later squares are principally 
valuable because they keep the weevil off the grown bolls. 
Anything that will hasten the crop to maturity is essential 
in weevil territory. Local conditions vary so much, that 
general statements as to fertilizer and other matters are 
valueless. The simple fact remains, that anything that 
will put early fruit on the plant and keep it there is an 
essential. 

Seed.—lIt goes without saying that early maturing seed 
is needed in weevil territory. The old-fashioned, big-boll, 
long-staple cotton was early abandoned. Small-boll, short- 
staple, early varieties took the place of the old cotton. The 
Department, however, has developed a number of long- 
staple varieties, which mature early. Among the extra 
staple cottons developed by the Department for the uplands 
may be mentioned the Webber and the Express. A variety 
known as Meade, after the late Rowland G. Meade, who 
bred it to uniformity, is suggested as a substitute for the old 
Floradora Sea Island. 

Poisons.—The trouble with all poisons has been the fact 
that it is difficult, if not impossible, to poison the weevil’s 
food, because they feed from the soft part inside the square, 
which they reach by inserting their probosces. Professor 
Coad, at the Delta Laboratory, Tallulah, La., found, by 
long and careful observation, that the weevil had a distinct 
tendency to seek moisture wherever it could be found on 
the plant. By experiment he found a poison which could 
be dissolved by the moisture or dew on the plant, would dry 
out the following day, resolve that night, and so on for 
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three or four days. This poison is calcium arsenate and the 
proper formula can be had from the Government Labora- 
tory at Tallulah, or from page 18, Bulletin 1262, Depart- 
ment of Agriculture. The powder is in the form of a flour- 
like dust, and must be sprayed on the plants by various 
types of ‘‘dusting machines.’’? It should be applied while 
the air is still and the plants are moist, in other words, it 
is, as a rule, practicable only at night, and then only when 
the air is still. Otherwise the dust blows off the plants 
and is lost. Also, if a heavy rain occurs within twenty-four 
hours, the application should be repeated. The Depart- 
ment advises the use of five to seven pounds of calcium 
arsenate to the acre, with applications every four days, 
until three applications have been made. The Department 
advises against the use of calcium arsenate, if the cost of 
the poison, labor, and depreciation on the machine will total 
more per acre than the going value of one hundred pounds 
of seed cotton. 

Poison—Dusting Machines—After the poison was 
found, the next step was the perfecting of a means of appli- 
cation. The Delta and Pine Land Company of Mississippi, 
at about this time, became much interested in the work and 
their experts’ laboratory codperated with Professor Coad. 
They also expended both capital and labor in working on 
the various experimental machines. The first scheme was 
to apply the poison dust with a hand gun, and these are 
still used. The Department advises that these hand guns 
are not very satisfactory, because they are fragile and 
difficult to operate. They should never be assigned more 
than eight acres, and they are not satisfactory in any event 
in an organization containing more than twenty-five acres. 
Their depreciation per season is 100 per cent. The next 
step was to find some sort of tractor which could move 
through the rows, without injury to the plants, and spray 
the dust over several rows at a time. The first machines 
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had a gasoline motor and were unsatisfactory, because 
operation at night necessitated more expert labor than was 
available. The next machine was a one-mule tractor, with 
the spraying device obtaining power from the axles. This 
machine is handled by the operator, like a walking cultiva- 
tor, and will treat two or three rows of cotton at a trip, 
through its two nozzles. Such a machine can take care 
of some sixty acres per season, and costs from $100 to $125. 
The next machine is a two-wheel, two-mule machine, which 
straddles a row, and will cover from twenty-five to thirty 
acres a night and should be assigned not over one hundred 
acres a season. This machine costs around $250 to $400, 
has three nozzles, and is best suited to large farms. 

Mule Guns.—These have just been invented and are not 
yet perfected mechanically, although it is reasonable to 
suppose they will be. They cost between $65 and $75 
and are thought to have a wide future. Mr. Saulsbury 
of the Delta Company says: ‘‘We thought poison not prac- 
tical for the entire belt until this year (1922), when we 
think that if the mule-back sprayer could be perfected, the 
price of it would not be out of the small planter’s reach 
and could be successfully used by him. One mule with one 
machine (costing about $65) would easily take care of a 
crop of twenty acres. A mule can poison in a night from 
ten to twelve acres, while the wheel machines will poison 
from twenty to thirty acres, depending on the length of the 
night, or rather the length of time the dew is on, and 
whether or not it is a long or a short field requiring a great 
deal of turning.’’ 

Other Methods.—No other method of poison has been 
discovered that will equal calcium arsenate dusting. There 
has been a great deal said about applying the poison mixed 
with molasses or other sweets. Professor Coad states: 


“The idea of using poison and molasses to kill the weevil is an 
old one. I have been in this work for thirteen years now and 
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it has been rediscovered almost every year during that period. 
However, it has received unusual publicity during the past year 
(1922) because of the fact that several very good men have 
become thoroughly converted to the idea. It is true that the 
sweets under certain conditions influence a certain amount of 
weevil control, but in many experiments we have yet to find 
where dusting with calcium arsenate is not more profitable and 
more effective than the use of poisoned sweets.” 


Weevil Poisoning—Practical Experience—The Delta 
Company have found it necessary to poison their entire 
acreage. They have proved to their own satisfaction that 
poison should be used as soon as 5 per cent to 6 per cent 
of the squares are infested, and then kept up till the middle 
of August. The Department advises that poisoning be 
started when from 10 per cent to 15 per cent of the squares 
are punctured. The difference in the character and value 
of cotton raised will doubtless have something to do with 
the amount that can be expended upon poisoning. The 
Delta people ascertain the percentage by having men go 
through the fields by day, picking squares at random, up 
to a certain number, and then counting the percentage 
infected. When an infested area is found, it is carefully 
examined to find the extent and percentage of infestation, 
and the poisoning can thus be more successfully directed. 
Some areas require to be poisoned only once or twice and 
some, four or five times. The Delta people figure the cost 
against all their acreage as a part of the regular crop ex- 
pense. With the poison properly applied, the cost is figured 
by them at $2.50 to $3 per acre. 

From a smaller planter, but a large farmer, in the Delta, 
the following figures were obtained, season of 1921: On 
120 acres poisoned the yield was 21,700 pounds lint cotton; 
on 120 acres not poisoned, the yield was 8,735 pounds. The 
gain was 12,965 pounds of lint, or, to put it another way, 
the poisoned area produced 47 bales, lint, bagging and ties 
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included, while the non-poisoned made only 19 bales. Al- 
lowing for 50 per cent depreciation on the machine used— 
a Niagara—expense of land improperly poisoned, cost of 
the calcium arsenate, labor, repairs, and miscellaneous, the 
total cost was $1,156.49. The actual gain was 12,965 pounds 
lint, and at the average price obtained of 25 cents per 
pound the amount received was $3,241.25, from which, 
deducting the expense, we have a net profit from the use 
of poison of $2,084.76. The Government advises figuring 
the depreciation on all wheel machines at 25 per cent, so 
these are full figures. 

Cotton Bollworm.—Another major pest is the cotton 
bollworm, which, next to the weevil, is the most important 
insect attacking cotton. Years ago, means of poisoning 
against bollworm was discovered, but now, it is found that 
the poison method used against weevil will also control 
bollworm. 

Pink Bollworm.—This is a most serious menace, recently 
introduced into Texas. The worm has been traced back to 
Egypt, where it is claimed the damage has run as high as 
40 per cent of the crop. The pink bollworm has been 
traced from Egypt to Mexico in infected seed. Fumiga- 
tion of foreign cotton brought into this country is required, 
but in some manner, infected bales from Mexico, en route 
to Galveston for export, got into Texas in 1915. The train 
Was caught in a Gulf hurricane, the cars washed from the 
track and broken open, so that the bales were spread over 
the country. The adjacent counties developed pink boll- 
worm. The actual cotton yield was small, and energetic 
measures were taken by the Department of Agriculture, in 
conjunction with the state of Texas. The infected area was 
quarantined, declared a non-cotton zone, and the farmers 
reimbursed by the state. The pest is considered to be 
stamped out here after several years’ work. Most unfor- 
tunately, infected seed from Roswell, New Mexico, was 
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shipped to Central Texas, so that this dangerous insect has 
reappeared in the cotton belt. The state and the Depart- 
ment of Agriculture are taking the same energetic measures 
as before, and it is to be hoped they may succeed.? 


2 The literature on boll weevil includes numerous bulletins from 
the Department of Agriculture, of which the latest is 1262. 

There is an interesting account of both weevil and pink bollworm 
in Shepperson’s Cotton Facts (1921 edition). 

I am under great obligations to Mr. L. K. Saulsbury of Memphis, 
who is President of the Delta and Pine Land Company, for much 
valuable and up-to-date information on the subject. This company 
has from the start taken the lead in assisting the Department in 
control experiments, and i using the Department’s methods in the 
actual operation of their place. Mr. Saulsbury is very well-known 
as a weevil authority f-om the practical standpoint. 

Finally, I am equally indebted to Professor R. B. Coad of the Delta 
I boratory, Tallulah, La., for his courteous and prompt reply to 
inquiries on the subject, and for information furnished. 

Any one desiring the latest information on the weevil should 
communicate with the Government’s Delta Laboratory as above. They 
vas give advice and also test samples of the calcium arsenate to be 
used. 


CHAPTER IV 
RECENT COTTON CROPS 


By this time the reader wonders if we have ever produced 
a large cotton crop, and to satisfy his curiosity and as an 
illustration of the practical results of the factors we have 
studied, a history of the past eighteen crops may be of 
interest. Prior to the weevil, the South kept pace with the 
increase in the world demand, and over an average of years, 
the crop was always larger. Since the weevil, there are 
predictions the large crops are a thing of the past, but that 
will depend upon weevil control. The problem may be 
stated thus: either the South will conquer the weevil, or 
the South will lose her leadership as a cotton producing 
country. The chances are against the weevil, for in the 
past the South has overcome problems as bad as he pre- 
sents. Predictions on that score will be deferred to a sub- 
sequent chapter. 

The Large 1904 Crop.—In 1903, the ‘‘Sully Year,’’ there 
had been a crop disaster, very high prices, and many pre- 
dictions that the seed had so deteriorated that no large 
crop would ever be possible. The following season exploded 
the seed myth for good and all. We had a poor winter, 
dry and not very cold, but spring was early, May was dry, 
and June was a good growing month. The result was a 
prospect at the end of June, which was overpowering. In 
common with the rest of the trade, I supposed both crop 
and market ready made, but we had a striking illustration 
of the old adage about ‘‘selling a June prospect,’’ for hot 


weather and high temperatures during August in Texas 
49 
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cleaned the market of a short interest in a hurry. However, 
we need not have been alarmed, for good rains relieved the 
West, the fall was beautiful with a late frost, and the ulti- 
mate yield was 209 pounds to the acre, 13,654,000 bales 
(commercial crop). This was the largest crop on record 
to date, and as business was in a decline due in part to the 
outbreak of the Russo-Japanese War, prices under the com- 
bination of rather poor trade and large crop sank to 6.85 
New York December. 

1905 Crop.—The low price caused trouble South and 
there was an agitation in the spring to reduce acreage, 
which being taken up by the conservatives as well as the 
radicals, had some influence. The area under cotton fell 
from 31,000,000, in 1904, to 27,000,000 acres in 1905. This 
was a wet spring and the rains lasted until June, so that the 
crop fell badly into the grass. The summer was fairly good, 
but the crop did not recover entirely from the start, and 
despite a fairly late frost, the yield was moderate at 
11,234,000 bales (commercial crop), 202 pounds to the acre. 
The threatened revolution in Russia prevented the market 
from responding to the reduced crop prospect early in the 
fall, but later, when the troubles there subsided, prices ad- 
vanced rapidly until the market reached 12.60 in December. 

1906 Crop.—The crop had a good season in the ground, 
and the higher prices of the preceding season caused an 
increase in acreage to 32,000,000 acres. The crop pro- 
gressed favorably all summer and in September prospects 
were excellent, although very good trade held prices up 
above 9 cents. A Gulf storm, always known as the ‘‘ Mobile 
hurricane,’’ struck the Alabama coast in early October and 
swept across Alabama, Mississippi and Arkansas. The cot- 
ton was all open in the fields, and the damage was further 
increased by a spell of persistent rains, so that the quality 
was irretrievably injured, and losses of merchants, who 
had sold forward, were very great. The price had advanced 
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rapidly on the storm news, but subsequently, except for the 
higher grades, went down again, when it was ascertained 
that the damage was all to the quality. The total crop 
was 13,540,000 bales (commercial), 207 pounds to the acre. 
The losses of the trade in this year were very severe due 
to the destruction of the quality by the storms. 

The Panic Year Crop of 1907.—The acreage was about 
unchanged but the season was very different. This crop 
had a late start, due to April frosts, and later in the spring 
heavy rains put it badly in the grass. This handicap was 
not overcome in the Atlantic, while in Texas and Oklahoma 
a severe drought reduced the yield. The total crop was 
only 11,441,000 bales (commercial), 173 pounds to the acre. 
The financial panic prevented any response in prices com- 
mensurate with the crop failure, although at one time, 
middling in New York was 13.55. 

1908 Crop.—The following winter was favorable, and 
the acreage was a bit larger at 33,000,000 acres. This crop 
had heavy spring rains in the Atlantic, but the industrial 
depression supplied a surplus of labor and this handicap 
was overcome. This season was notable for the fact that 
no bad weather appeared after the early rains, and no crop 
seare occurred... The fall was late, and the crop large at 
13,817,000 bales (commercial), 202 pounds to the acre. 
The combination of large crop and indifferent trade put 
prices below 9 cents again. 

1909 Crop.—First Scales Year——This was a small crop 
year with an active market, steadily rising prices, improv- 
ing trade, and active competition for both the surplus car- 
ried over and for the current crop. This is known as the 
‘‘Pirst Seales Year,’’ from the name of an operator prom- 
inent on the long side, who began his campaign on the 
theory that a lack of a season in the ground, west of the 
River, would lead to a small crop. In the East the start 
was late, with heavy rains through May, and these rains 
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extended to the Valley in June. The June 25 condition 
actually showed a falling off from May. During the sum- 
mer a severe drought took place in Texas and Oklahoma. 
Finally, there was an early frost, so that this crop was a 
disaster, 10,513,000 bales (commercial), 158 pounds to the 
acre. It was early evident there would be a shortage of 
supplies, and the market rose to over 16 cents by January. 
Here there was a sharp reaction, but a series of ‘‘corners’’ 
took place in New York during the spring and summer, 
culminating in a price of 20 cents for August contracts. 

1910 Crop.—Second Scales Year—The high prices of 
1909 brought an increase in the acreage to 33,418,000 acres, 
but the crop disaster nearly equaled that of the preceding 
year. No winter rainfall sufficient to overcome the results 
of the summer drought was reported from the West, so that 
the lack of subsoil moisture was again serious. In the East, 
the latest killing frost on record, during the last week of 
April, made much replanting necessary. Thus the crop was 
very late at the outset, and this was a serious handicap. 
Another severe drought occurred during the summer in 
the West, but there were more showers in North Texas than 
in 1909, so that the crop was larger in Texas and Oklahoma. 
A moderately early frost did great damage because the 
crop was so backward, but the crop turned out larger than 
the trade had expected. The yield was 12,075,000 bales 
(commercial crop), but the general estimate was so much 
lower that prices remained high until January, when in- 
creasing evidence of the larger supply, together with a 
disturbance in China reflected in the dry goods markets, 
caused a sharp decline. 

1911 Crop.—This was almost an ideal season. The very 
high prices of the two preceding years brought a very 
large acreage, 36,681,000 acres. Late winter rains in Texas 
and Oklahoma were followed by a drought over the whole 
belt in May and June. As the drought lasted into July 
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throughout the West, there was growing anxiety about the 
crop. The subsoil moisture carried the crop along safely 
until the drought was broken by ample rains in the middle 
of July and again in August. The weevil reached Alabama 
this year, but the dry weather prevented much damage, 
while an army worm invasion was too late in the season to 
be damaging. The yield was large, 216 pounds to the acre, 
and this was the largest recorded crop, being 16,101,000 
bales. The weight of this crop coming at a time of only 
moderate trade broke the price below 9 cents. January 
New York sold as low as 8.50 during the month of December. 

1912 Crop.—The low price caused a cut in acreage to 
about 34,000,000 acres. Texas and Oklahoma had a good 
season and fine crops. Spring floods, heavy May rains, and 
heavy grass gave the East a poor start. <A dry spell in 
August caused a weak plant to shed heavily, while there 
was heavy weevil damage in Mississippi and Alabama. 
The frost was late, and this, together with the good Western 
crop, brought the yield up to 14,104,000 bales (commercial), 
200 pounds to the acre. The outbreak of the Balkan War 
caused a sharp drop in prices during early October, but 
when it was found that the trouble would be localized, and 
Europe would not be involved, the market improved. Trade 
was better and prices went over 13 cents in early December. 

1913 Crop.—Bad Fall._—The advance in price brought an 
increase in acreage to 37,458,000 acres, the largest on record 
to date. This season was the exact reverse of 1912. The 
East had good crops, while the West suffered first from a 
drought, and then from heavy rains at picking time. Jan- 
uary delivery sold as high as 13.85 in the early fall, but 
when it was found the damage was to the quality and not 
to the quantity, prices went down again. The crop was 
14,552,000 bales (commercial), 190 pounds to the acre. 
There was a great deal of most undesirable cotton in this 
crop, good grades went to large premiums and were impos- 
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sible to obtain after the first of January. This was a dis- 
agreeable, vexatious and troublesome year. 

1914 Crop—War Panic; Large Yield—tThe acreage re- 
mained about the same, but the season was excellent. Good 
winter rains, a fairly cold winter, and a favorable spring 
gave the crop a good start. There was drought in Texas 
all through July, which was causing alarm to the markets 
when the rumblings of the European War were heard. The 
approach of the catastrophe first checked the advance, then 
led to a precipitous decline, and finally necessitated the 
closing of all the Exchanges. The market had broken as 
low as 9.50 on the news of a large failure just before trading 
stopped, but had rallied to 10.75 for December New York 
just at the close. The outbreak of war removed all export 
demand for the moment, while the financial confusion 
stopped domestic trade. Prices went to all sorts of figures 
in the South, where, without the usual organized methods 
of trade, great confusion and uncertainty prevailed. Mean- 
time, August rains had effectually broken the Texas 
drought, the frost was late, and the yield very large, 224 
pounds to the acre. This crop is supposed to have been the 
largest grown, but due to the stoppage of business, the 
commercial crop was only 15,136,000 bales. 

War Crops—1915.—A concerted effort upon the part 
of the cotton trade and bankers, together with the financial 
confusion left over from 1914, led to a reduction in acreage 
to 32,107,000 acres. There was ample winter moisture, but 
there were heavy spring rains, lasting into June, and ecaus- 
ing much trouble with grass. In August a severe Gulf 
hurricane entered the belt at Galveston, where the storm 
is said to have been as severe as 1900, although the sea wall 
prevented another disaster. This storm did much damage, 
blowing down plants, and blowing out cotton from the 
bolls, and was followed by another nearly as severe, which 
came into the belt at New Orleans. The damage to the 
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grade was fortunately light, owing to the fact that the one 
storm was in August and the other did not last long. The 
high winds carried the weevil far and wide and laid the 
seeds of trouble for succeeding seasons. The frost was late, 
but the yield was moderate, 12,862,000 bales (commercial 
crop) ; yield per acre, 176 pounds. The war demand began 
to increase the number of linters, thus swelling the com- 
mercial crop figures. The linters this season were 889,000 
bales. Prices advanced during the year owing to the 
smaller yield and to the increased demand on account of 
War requirements. January New York sold up to 13.08 
during October. 

1916; Weevil Damage.—The improvement in prices led 
to an increase of acreage to 36,000,000. This year was 
one long crop disaster. The supply of labor was small, 
the fertilizer was poor in quality and scarce in quantity, 
and the weevil were present in larger numbers and over a 
wider area. Heavy rains and a cold, wet May put the crop 
behind and in the grass; while, during July, persistent 
rains east of the River exceeded anything on record and 
enormously increased the weevil damage. Meantime, Texas 
and Oklahoma suffered from a severe drought. The fall 
was favorable and the frost late, but the summer damage 
was irreparable. The crop was 12,738,000 bales, commer- 
cial, but included 1,330,000 bales linters, as the oil mills 
were now cutting all the lint possible. The yield per acre 
was only 157 pounds. The market was excited and active 
all season, due to the discounting of a small supply, to the 
inflation brought about by the War, and the needs of manu- 
facturers. The highest price reached was in the fall, when 
January New York touched 21.19, and the lowest came on 
February 1, 1917, when the German submarine proclama- 
tion was issued, and prices broke five cents a pound over- 
night. May delivery in the New York market sold at 12.75 
that morning. 


56 COTTON AND THE COTTON MARKET 


1917; Very Early Frost—The February panic, weevil 
damage, and lack of labor all combined to reduce the 
acreage to 34,900,000 acres. The crop had a bad start, 
heavy spring rains persisting in the East. The labor supply 
was small and the crop could not be properly cleaned and 
was backward from the start. The growmg season was 
faifly favorable, but the earliest killing frost on record 
hopelessly ruined the crop. The market had touched 19.45 
for New York January before the frost, but at once started 
to improve, and advanced rapidly until, during the month 
of December, January delivery sold at 30.80, a price not 
equaled since the days of the Civil War. The commercial 
crop was 11,865,000 bales, of which 1,082,000 bales were 
linters, and the yield per acre was 160 pounds. 

1918; Disastrous Drought.—The acreage was 37,207,- 
000 acres, or within 200,000 acres of the record plant- 
ing, but the crop was again a failure. The winter moisture 
was deficient, a fact destined to be of most serious import, 
for the soil was entirely without subsoil moisture. The 
weevil were reduced in number by a very cold winter, so 
that the damage from insects this season was 23.5 pounds 
to the acre. Nevertheless, a disastrous drought more than 
offset this favorable factor. The drought set in west of the 
River in July, with very high temperatures, and this ruined 
the Texas and Oklahoma crop. The total yield was only 
11,360,000 bales, of which 889,000 were linters, while the 
production per acre was 160 pounds. 

The market was less active than in the preceding two 
years, but the fluctuations were worse. The price fell to 
23.05 for July delivery in New York in the spring, because 
of a good crop outlook, and the difficulties of exporting 
cotton, now that all freight room was controlled by the 
Admiralty for War purposes. When the damage to the crop 
became evident in August, prices began to advance, and 
this improvement in the market became almost a panic, 
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when it was discovered that the American mills had not 
bought forward against their orders. During this rush to 
cover, prices advanced so rapidly, that on September 3 
January delivery in New York sold at 36.35, an advance of 
12 cents a pound in a month. The market was less active 
until the Armistice, when prices broke sharply on the fear 
of the cancellation of war orders. The Government tried 
some experiments in the line of market control, but it soon 
became evident that the price would improve if left to the 
ordinary influences of business, and the Government with- 
drew. Opinion as to these control measures was much 
divided. 

1919 Crop—Wet Fall.—This was essentially a war crop, 
for neither fertilizer nor labor were in any better supply. 
The decline in price, and the crop disaster of the year 
before brought a reduction in acreage to 33,960,000 acres. 
The winter was mild, and the spring wet and backward, 
so that weevil damage was much increased. The insect 
damage this season was 56.4 pounds to the acre. Moreover, 
the fall was very wet, and the damage to the quality severe. 
The result was a high premium on the better grades, and a 
large supply of poor cotton. The trade losses were not so 
heavy as in 1906 and 1913, because less had been sold for- 
ward, and because the damage came in such fashion that it 
was foreseen. The yield was 12,252,000 bales, of which only 
610,434 were linters, the mills having gone back to their 
peace time cut. The yield per acre was 161 pounds. The 
market was wild all season, and quite active at very high 
prices. January New York before it expired sold up to 
38.86. Speculation was active in all markets this year on 
the idea of a ‘‘post war boom,’’ and in cotton the short 
supply added to the excitement. 

1920 Crop—Panic Year.——The acreage this year was 
large at 37,043,000 acres, but a wet backward spring and a 
poor labor supply, led to much abandonment of cotton 
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lands. The start of this crop was very poor, but, after the 
middle of June, the weather was remarkably fine, and the 
recovery from the start was phenomenal. The frost date 
was normally late, and the crop was 13,366,000 bales com- 
mercial, of which 440,000 were linters. The yield per 
acre was 178 pounds. The winter had been fairly cold, and 
the summer was not unfavorable but the increase in weevil 
infestation was now so large, that the percentage of esti- 
mated weevil damage this season was 19.95 per cent, the 
largest to date. The last of the war boom, together with 
the scant supply of deliverable cotton, led to a corner in 
. July New York, which sold at 48.75, the highest price 
touched since the Exchange had opened. The financial and 
commercial crisis then came to the front. The signal for 
the collapse had been a severe decline in the price of raw 
silk early in the summer, and the movement spread to one 
market after another. The commercial crisis was severe 
and cotton was no exception to the general rule, prices 
getting as low as 13.92 for January delivery in New York, 
late in the fall. The losses of the cotton trade were very 
severe, especially so in the South and in Liverpool. 

1921 Crop.—The acreage was severely reduced, being 
estimated by the Department as low as 26,519,000 acres in 
June, although these figures had to be revised upwards to 
31,678,000 acres later in the year. The discouragement of 
the low prices and poor financial situation led to a small 
use of fertilizer and indifferent cultivation. The growing 
season was indifferent, but the weevil damage was very 
large, the Department estimating the percentage at 34. 
The price advanced sharply in the early fall to over 21 
cents. The ginning figures showed plainly that the Gov- 
ernment had much underestimated the crop, and this dis- 
appointment led to a subsequent decline to around 17 cents. 
The crop (Chronicle figures) was 11,494,720 bales com- 


RECENT COTTON CROPS 59 


mercial, but these figures are misleading, because much 
of the 1920 surplus came into sight this year. The final 
United States Census Bureau ginning report showed only 
7,953,641 bales of 500 pounds each. 


CHAPTER V 
PREPARING CROP FOR MARKET 


Picking.—The first step in preparing the crop for mar- 
ket is to gather, or as it is called to ‘‘pick’’ the cotton. This 
is done by hand, wherein cotton differs from the other staple 
crops which are gathered by machinery. Aside from the 
constant bending over, the actual physical effort involved 
in picking cotton is not great. Each picker, man, woman 
or child, has a long bag, fastened across the shoulders and 
dragging behind on the ground, into which the cotton is 
put as fast as pulled from the bolls. These bags are emp- 
tied into baskets conveniently placed at the end of the rows, 
and the baskets are weighed up at the end of the day, so 
that the amount picked can be credited to each individual. 
Pickers are paid on the basis of the number of hundred 
pounds of seed cotton picked. Before the World War, a 
dollar to a dollar and a quarter a hundred was considered 
good pay; but since then the rate has advanced. The 
process of readjustment of farm expenses has been going on 
for the past three years, and any definite figures now given 
would be misleading. It can be said that the rates are 
approximately double those above, but they are expected 
to be reduced. In thinking of the cost of picking, it must 
be remembered that the smaller farmer, the renter and the 
cropper, all pick their own cotton. After weighing, the 
seed cotton is usually stored in seed houses on the ground, 
until there is opportunity for a trip to the gin. 

Picking Dates.—Cotton does not open all at once, but 


slowly, over an extended period, so that picking continues 
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each fall for several months, depending upon the weather, 
the size of the crop, the labor available, and other factors. 
Picking should be commenced just as soon as there is 
enough cotton open to give a good day’s work, and should 
be pursued steadily as long as weather will permit. Cotton 
deteriorates in various ways if left open on the plant, and 
the sooner it is picked the better. Even so, there are always 
delays, and in some years, picking is not finished until 
well into the winter. The average dates for picking are 
as follows: Texas, omitting the southwest which is very 
early, August first, and gradually later to the north, until 
picking has begun by September first in North Carolina and 
September 5 in Oklahoma. Picking should be finished 
by December, except in Tennessee and Arkansas, where 
the average date to complete the picking is as late as Jan- 
uary fifteenth. These are merely average dates, and pick- 
ing may begin earlier and finish later, depending upon the 
weather and crop. The percentage of the crop ginned to 
November first, since 1915, is as follows: 1915, 66.7 per 
cent; 1916, 75.9 per cent; 1917, 63.9 per cent; 1918, 65.3 
per cent; 1919, 55.7 per cent; 1920, 56.6 per cent; 1921, 
not yet available. 

Picking and Labor.—Doubt is often expressed as to 
whether there will be pickers enough to gather a large crop, 
and it is, of course, a matter for abstract calculation, 
whether the South can raise a crop it is impossible to pick. 
A man unaided can cultivate more acres than he can pick. 
Still, it is not likely that labor will be so insufficient that 
the crop cannot be picked, if weather permits and prices 
are attractive. Small farmers expect to have all their 
families help in picking. Nor do the negroes dislike the 
job in good weather. It is a nice, sociable sort of work, 
and in the decade before the War there used to be much 
complaint that, during the picking season, it was difficult 
to hold house servants who had just come from the country 
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and wanted to go back and pick cotton. Of course, in wet 
weather, it is difficult to get pickers, and, if the gathering of 
the crop be delayed until really cold weather, then it is 
hard to induce the negroes to work. Under such condi- 
tions, a lot of cotton is either unpicked, or, if prices are 
attractive, is picked the following spring. Generally speak- 
ing, however, there has never been a crop not gathered for 
lack of labor, although other factors have caused cotton to 
be left on the plants. 

Care Necessary in Picking.—Care must be taken not 
to get any more foreign substance into the cotton than can 
be avoided, for trash lowers the grade. It is not easy to 
control ignorant, or rather careless, negro labor and some 
loss is incurred every fall through the lowering of grade 
by indifferent picking. When storing cotton in seed houses, 
care should be taken to avoid mixing different grades and 
staples together. The danger of such mixing is one of the 
strong arguments against storing cotton ‘‘in the seed’’ for 
any length of time. Cotton picked late is almost inevitably 
lower in grade, and unless great care be observed, such 
cotton will get mixed in seed houses with earlier and better 
grade pickings. When picked wet, cotton should be spread 
in the sun and dried before going to the gin. This is often 
_ impossible because the rain continues, and then the cotton is 
ginned wet. This is bad for the farmer, who, far from 
gaining by the additional weight of the moisture, loses 
heavily from the ‘‘dockage’’ when the bale is reweighed. 
The Good Lord sends the weather, and to this extent the 
farmer is helpless, for, if it rains, and continues to blow 
and rain, his cotton will be low in grade, no matter what 
he does. He may mitigate the calamity somewhat by care- 
ful picking, but he cannot do much. On the other hand, 
there is no excuse for his penalizing himself in good weather 
by careless picking and handling of seed cotton. Any 
country shipper can show you farmers whose crop is of good 


PREPARING CROP FOR MARKET 63 


grade with any luck at all in the weather, and other men, 
whose crop is always off in. grade no matter what the 
weather. When I was in Arkansas, we handled the crop 
of two farmers whose methods differed so, that the grade of 
the cotton could be foretold from the owner’s name before 
the samples were seen. 

Mechanical Cotton Pickers.—The question of a mechan- 
ical cotton picker has exercised the minds and stimulated 
the imagination of the trade for fifty years, and the solu- 
tion is yet to be found. The trouble is, that, unlike wheat, 
eotton is not harvested all at once by one operation, but, 
on the contrary, cotton fruits again and again until frost, 
and picking must go on over the same field many times, as 
the bolls open. The problem is to find a machine which will 
pick the cotton from the open bolls, not injure the plant, 
and 1+"ve the unopened bolls safe to ripen. Moreover, 
therhag great variation in the character of the fields, from 
the small hillsides of the Atlantic, through the mud of the 
Valley, to the broad prairies of Texas and Oklahoma. The 
machine must be self-propelled, because to drive horses or 
mules between the rows of full-grown cotton with open 
bolls would be difficult without great damage. It can be 
seen that the problem is not simple, and that, simply be- 
cause mechanical pickers have been in use to harvest other 
crops, it does not follow cotton can be mechanically gath- 
ered. The trade hope it will be some day, but they are not 
sanguine. 

There have been two types of mechanical pickers. One 
is to have a vacuum pipe with a nozzle to suck the cotton 
from the bolls into the sack. This will work, but it is a 
question, after you have supplied the fields with the pipes 
and necessary apparatus, whether the negro with the nozzle 
will pick enough additional cotton to pay for all the equip- 
ment. The second idea is to have a gasoline-propelled 
machine working on the principle of a gin, and extracting 
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the cotton from the boll by revolving saws. The one I saw 
at work had the plants conveyed into a sort of mouth in 
front as the machine passed over them. The saws would 
reject the unopened bolls, and simply extract the open cot- 
ton, while the plants, bent over as the machine passed, 
recovered themselves as after a summer thunder shower. 
A good many leaves were stripped off, but that did not 
matter so late in the fall. The objections to the machine 
were: (1) it is large and cumbersome and turns with diffi- 
culty in small fields; (2) it lowers the grade by reason of 
bits of boll, leaf and pieces of small limbs broken off and 
caught in the cotton; (3) the machines are expensive, and it 
is a question whether the labor cost is sufficiently reduced to 
make them practical as against hand picking. The first 
two objections are mechanical and will be overeome,.xa fact, 
a cleaner device has almost removed the second ol€ection. 
The question of expense and of the amount of add@f.onal 
cotton picked per man as opposed to hand picking has not 
yet been solved. 

Ginning—General Remarks.—The next step is to remove 
the seed from the lint. Roughly speaking, cotton contains, 
as picked, about twice as much seed as lint, that is to say, it 
will take about 1,500 pounds of seed cotton to make a 500- 
pound bale of lint cotton. As first picked, with the seed 
and lint together, it is called ‘‘seed cotton.’’ After it has 
been ginned it is called ‘‘lint cotton,’’ and it is the latter, 
baled and ready for shipment, which is the cotton of com- 
merce. In very early days the seed was removed by hand, 
a slow and laborious process, but in 1793 Eli Whitney 
invented the ‘‘ecotton gin,’’ since which time the seed has 
been removed by machinery. The cotton gin, as Whitney 
invented it, although some improvements have been added, 
is still the ordinary ‘‘saw gin,’’ in use throughout the cot- 
ton belt. There is another type, known as the ‘‘roller 
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gin,’’ which operated by hand, was known prior to 1793. 
This is now used only for long staple cotton. 

The Saw Gin.—This consists of a cylinder four feet or 
so long and five or six inches in diameter, on which is a set 
of circular saws, projecting above the revolving cylinder 
in series. A mass of seed cotton is brought in contact with 
the saws while the cylinder is revolving, but separated from 
the cotton by steel bars or a grating. The teeth of the saws 
catch the cotton while playing between the bars, which do 
not allow the seed to pass. Underneath the saws are stiff 
brushes, which, revolving in the opposite direction on 
another cylinder, remove the cotton from the teeth, to be 
blown by a blast of air into a conveyor, and so to the gin 
box where the bale is built up. Such is the general prin- 
ciple of the gin, as invented by Eli Whitney, and while 
many improvements have been added, the underlying meth- 
ods have been little changed since his day. 

Modern Gin Houses.—The modern gins all have a suc- 
tion pipe which pulls the cotton from the wagon placed 
under it, thus saving labor. Many gins are now two-storied, 
with an elevator system from the suction pipe into the sec- 
ond floor, whence the cotton is fed into chutes leading to 
the gin saws. The advantage of the two-story gin is, that 
more room is afforded for various cleaner devices. The 
advantages of the one-story gin is that it is cheaper, and 
when provided with a concrete floor, sometimes cheaper to 
insure. 

Cleaner Devices.—There are two systems of elevator, one 
pneumatic, and the other a belt distributor, on which the 
cotton is thrown from the wagon suction pipe. The belt 
system gives rather a better cleaning, for the cotton is 
thrown against a wire screen, and then beaten back on the 
conveyor again, and so to the chute pipes. There is also 
an automatic feed, so that when the gin stands are filled, the 
cotton goes into the overflow, and so back on the conveyor 
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and thus gets a second cleaning. This is often of value, so, 
when ginning special cotton, or when time offers, the cotton 
is deliberately passed through the overflow. As the season 
continues, and the cotton as picked contains more and more 
trash, the double cleaning is of greater value. Another 
cleaner device is what is known as a ‘‘huller breast,’’ which 
is an attachment used against the saws to remove broken 
pieces of hull and boll. This is valuable in all low grade 
cotton, and an absolute necessity with ‘‘gathered cotton,”’ 
or cotton which has been simply gathered up, bolls and 
all, without any attempt at picking, as is sometimes the 
case late in the fall with bad weather or a labor shortage. 
There are many other cleaner devices in use, but the point 
is that all such devices are of real value, and will pay for 
themselves many times over in the wet falls, like 1906, 
1913 and 1919. 

Gin Saws and Speeds.—For years, the ordinary gin saw 
was ten inches, but lately there is a tendency to use twelve 
inches, because of their greater capacity at the same rate of 
speed. The cotton crop must be ginned in about four 
months, with the bulk of jt going through the gins in 
September, October, and November. Speed is of real im- 
portance, but speed must be attained without damage to the 
cotton. Speeding up the number of revolutions of the saws 
causes the cotton fibers to be cut, and makes what the trade 
call ‘‘gin cut’’ cotton, and when the cut is severe enough to 
affect the value, the damage may be considerable. The 
ginner must run long hours in the season and he must run 
fast, but he should take pains not to injure the cotton. Here 
is the advantage of the twelve-inch saws, for their capacity 
is greater, and the tendency to excessive speed not so 
dangerous. The Department of Agriculture advises that 
ten-inch saws should not exceed 400 revolutions per minute 
with inch and a sixteenth cotton, and speed must be much 
reduced with extra staples. The capacity of twelve-inch 


PREPARING CROP FOR MARKET 67 


saws, at the same speed, and without any strain, is about 
twenty per cent greater. The Department advises that the 
additional capacity be used by slowing down the speed 
somewhat and thus further reducing the danger of gin cut. 

Seed Conveyed from Gins.—In the newer gins the cot- 
ton is removed from the saws by an air blast instead of by 
the old-time brush. The seed goes from the gin into a 
conveyor, and is either delivered back to the farmer or, 
when he sells to the ginner, is sent along to the seed house. 
The modern conveyors have a cleaner device, a perforated 
bottom which removes much of the dirt, and some conveyors 
have a weighing device attached, so that the farmer can be 
credited with the exact weight of seed from his bale. In 
many gins without this weighing device there is a custom 
of averaging the weight of seed, according to the season, 
character of the cotton ginned, and other factors. Cotton 
is supposed to ‘‘third itself,’’ that is 60 to 66 per cent 
should be seed, and the balance lint. This thirding is a 
usual basis for averaging the seed from a bale. 

Gin Boxes.—The lint cotton is removed from the saws, 
either by a brush, or by an air blast, and goes into a con- 
denser, where it receives a final beating and cleaning, and 
is smoothed out into a bat, which is fed through a flexible 
tube back and forth across the ‘‘gin box,’’ thus building up 
the bale. The gin box should produce a bale 27x54x45 
inches as it comes from the gin, although the dimensions 
will vary a bit with the amount of gin compression. A 
cotton bale is covered with mesh fiber ‘‘bagging’’ and 
fastened together by steel bands called ‘‘ties.’? The char- 
acter of the bagging has much to do with the good packing 
of the bale, and the best material for the purpose is jute. 
There is often an agitation for the use of cotton bagging, 
to increase the demand for cotton in times of surplus, but 
this bagging is not so satisfactory, and neither is second 
hand jute bagging, sometimes shipped back from Man- 
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chester, after having been made up again. There has always 
been complaint of the American cotton bale, and a part of 
this criticism arises from the use of inferior bagging as a 
covering by the ginner. 

Damage at the Gin.—Cotton can be lowered in value at 
the gin in several different ways, of which we have men- 
tioned the most important, ‘‘gin cut.’’ Since the ‘‘cards”’ 
at a mill will only accept cotton running very close to even 
length of fiber, cotton gin cut is always at a discount. 
Another trouble at the gin is ‘‘mixing’’ different grades 
and staples in the same bale. In the rush, the ginner will 
sometimes not wait to entirely finish one bale before starting 
another. He will estimate the flow of his seed, and raise 
his breasts just long enough to separate the bales and clean 
the gin box, before starting in on the next bale. As far 
as weight goes, his estimate is fairly accurate, but he is not 
always certain the cotton has all ginned out. The result 
is that when he starts up again he is ginning some of the 
first seed, and this may give a mixed bale the next time. 
Bales mixed in either grade or staple are a loss to the 
farmer. If mixed in grade, the bale is simply sold on ‘‘the 
low side,’’ irrespective of the percentage of the cotton, 
while, if mixed in staple, the bale may have to be picked 
apart, and, in any event will be sold at a sharp discount. 
Then there is what is known as ‘‘gin fall,’’ where the breasts 
have not been cleaned out, and the accumulated trash falls 
into the bale. This does not matter so much, because most 
of the trash will come out in the cleaner devices on the 
conveyor, or will be taken care of in the ‘‘picker room’’ 
at the mill, but sometimes the grade is lowered. Fast gin- 
ning and dull saws will cause cut seeds to get into the cotton, 
_ and such seeds add to the impurities and so tend to lower | 
the grade. In extreme cases, bales are marked down in 
value because ‘‘seedy.’’ Wet cotton will sometimes come 
through the gin in a stringy condition which makes it diffi- 


PREPARING CROP FOR MARKET 69 


cult to tell it from ‘‘machined cotton,’’ or cotton which has 
been gathered, and then hastily put through cleaning 
machines to get rid of the boll and leaf. In bad seasons it 
is often impossible to avoid ginning cotton wet, but it 
should not be done if conditions permit drying. 

Roller Gins.—In this obsolete type of gin, there is no 
saw at all, but two rollers move against each other in a 
narrow space, which draws the cotton through but will not 
allow the seed to pass. In the very early days the roller gin 
was worked by hand. It is very much slower than the saw 
gin, and is valuable for ginning long staple cotton, as the 
danger of gin cut is practically nil. The roller gin at one 
time was common in the Delta and Sea Island districts, and 
can now be found in Arizona and California. 

Custom Ginning.—Some of the larger plantations own 
their gins, but, as a rule the ginning of the crop is done 
on ‘‘custom gins,’’ operated by the ginner for a profit. 
Often the ginner is himself a farmer, and besides ginning 
his own cotton, rents the facilities of the gin to the sur- 
rounding country. The price per bale includes bagging 
and ties supplied by the ginner and, before 1914, ran from 
$3.50 to $5 per bale, depending upon the cost of the material 
used. During the War, the price of bagging and ties 
and labor all went up, and the cost of ginning in 1920 was 
as high as $6 to $8 per bale. 

Cotton-Seed Products.—The seed is a valuable by- 
product for the farmer, representing as it does two-thirds 
of the weight of the seed cotton picked. When he desires 
to retain seed for his own planting the following year, he 
makes special arrangements with the ginner, so that the 
‘seed roll’? remaining in the gin shall be cleaned out 
entirely. In this manner he secures his planting seed 
unmixed with other varieties. As a rule, the farmer is 
interested in the seed simply for the amount of additional 
money he will receive from its sale. He can either sell the 
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ginner who may buy for his own account, or buy as an 
agent for the neighboring cotton seed oil mill. The farmer 
may elect to store his seed with the ginner, or he may haul 
it home, or he may haul it direct to the mill which is in 
any event the ultimate buyer. The price obtained for seed 
and lint by the producer has varied very much with the 
different seasons. The bottom of recent years was reached 
in 1914, when the average was only $17.90 per ton of seed 
and 7.33 cents per pound of lint cotton. The 1919 figures 
were $67.18 per ton of seed, and lint cotton 35.36. Prices 
fell steadily in 1920 going as low as 12.28 cents for lint 
and $19.83 for seed. In any event, the seed affords the 
grower a valuable additional compensation. 

Cotton-Seed Oil Mills.—These exist all over the South 
for the purpose of crushing the seed and obtaining the 
natural oil therein contained. Cotton seed oil is the purest 
vegetable oil obtainable and has many uses. Refined, and 
mixed with compound lard, it is the basis of many cooking 
preparations well known to the housewife, while it is also 
extensively used in the manufacture of soap, one of the 
largest manufacturing concerns maintaining their own cot- 
ton seed oil mills and their own line of tank ears. The 
amount of cotton seed oil produced in 1914 was 229,260,000 
gallons, and in 1919, 175,250,000 gallons. 

Cotton-Seed Cake and Meal.—After the seed is erushed 
for oil, the residue is known as ‘‘cotton seed cake’’ and 
is valuable both as fertilizer and as cattle food. As it 
comes from the mills, it is in sheets and known as cake, 
but when broken up it is known as ‘‘cotton seed meal.’’ It 
has always been said that the South could with benefit 
consume more of these products in herself feeding cattle 
for market. In the meantime, there is a lively export trade 
in both articles, particularly to the Scandinavian countries, 
and prior to 1914 Germany was also a free buyer. Another 
fertilizer and food of a lower grade is made out of cotton 
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seed ‘‘hulls,’’ stripped off in process of extracting the oil. 
The production of cake and meal together in 1914 was 
2,648,000 tons, and of hulls, 1,677,000 tons, while in 1919 
the production was: meal and cake, 1,1817,285 tons and 
hulls, 1,143,000 tons. 

Cotton Linters.—When the seed is delivered at the mills, 
there remains adhering to it a short fuzz not removed by 
the gins. The first process in extracting oil is to remove 
this fuzz by what are known as ‘‘delinting machines.’’ 
The fuzz is known as ‘‘lint’’ and the 500-pound bales into 
which it is packed are known in the trade as ‘‘linters.’’ 
These vary in color from gray to green and greenish yellow 
and sometimes yellow. As a rule, linters are considered 
to be without staple, although this varies slightly in the case 
of lint from staple seed, which may have a very short 
staple. It is never more than a half inch in length and is 
always weak. It is said that some linters almost white in 
color have been produced, but they are very rare, if indeed 
they can be said to exist. The ordinary commercial uses 
for linters are as batting or wadding material, for stuffing 
horse collars and mattresses and other such articles; also 
in a mixture with other material to make felt; to make rope 
and twine; and for absorbent cotton, where staple is un- 
necessary and the process of manufacture bleaches and 
eleans. The best buyers of lint are the mattress people, as 
almost all cotton and some felt mattresses are stuffed with 
linters. The linters have always been handled as a side 
line by the usual cotton merchants, and there are also 
dealers making a specialty of the trade. Prior to the war, 
the mills paid little attention to their ‘‘cut,’’ simply clean- 
ing the seed sufficiently for their own process, since linters 
were a decided by-product selling at a few cents per pound, 
depending upon the crop and the demand. 

Munition Linters.—It was always known that the pow- 
der people bought lint freely, and every one had heard of 
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‘“‘ouneotton’’ without any particular thought of what the 
basis, or ‘‘holding,’’ material for the chemicals might be. 
As a matter of fact, the word ‘‘guncotton’’ is not in the 
least misleading, but is entirely descriptive. My own firm 
had this fact brought very sharply to its attention by a 
curious incident in the autumn of 1914. We were called 
by phone one day and asked to explain what was meant by 
the word ‘‘linters,’’ when it appeared that an old coffee 
exporter, a customer of ours for many years, had received 
an inquiry from France for cotton linters, and knowing 
nothing about them, called up our office. In course of 
conversation, it developed he had an order for some 5,000 
bales, and that they must be ‘‘suitable for nitration.’’ We 
obtained samples from Texas and the Valley, had them 
passed upon by a local authority on chemistry, and had 
them shipped to New York. The arrangement was that 
he would provide the freight room, but when we asked the 
French Line for loading permits, they appeared to know 
nothing about the matter. Our client told them to eall 
up a certain telephone number, from which conversation 
they returned to ask how quickly we could get the lighters 
alongside the ship, and how many additional bales we could 
get to New York within the next 24 hours, offering to hold 
the ship, and saying they had a cable from Paris to take all 
linters they could get on that voyage. 

This experience was merely a preliminary to the demand 
for linters which became such a feature of the war years. 
Linters, cotton waste, very short staple cotton, cotton cloth 
cut into threads and then chopped up, any sort of cotton 
fiber without staple, can be used to ‘‘contain’”’ the acids 
making ‘‘nitrocellulose,’’ the base for guncotton, smokeless. 
powder, and high explosives having nitrocellulose as a base. 
The best material of all is lint, for it has no fibers to be cut 
up as in the case of other cotton material, and yet is 
excellent as a container. It was said that one shot from a 
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gun on the British battleship Queen Elizabeth consumed 
500 pounds of lint. It is needless to say that the demand 
for linters and the price went up by leaps and bounds. 
Linters sold as high as eight cents a pound, and this caused 
the mills to pay close attention to their cut, even to install- 
ing new and better machines. The increase in the number 
of linters produced may be seen from the fact that, whereas 
the 1914 crop was 15,136,000 bales and the linters 820,000 
bales, the 1916 total crop was 12,738,000 bales, of which 
1,330,000 bales were linters. In 1914 the mills were cutting 
not over 75 pounds lint to the ton of seed crushed, while in 
1916 the cut was 149 pounds to the ton. The increase in 
the lint produced, and somewhat more eare in buying by the 
Governments involved, resulted in a reduction in price in 
early 1917 to about 7 cents a pound. In 1918, after we 
had been in the War for a year the War Industries Board 
took over the linter business and agreed to buy all linters 
produced at 4.67 cents to the pound, the mills to cut 145 
pounds ‘‘munition type’’ lint to each ton of seed. After 
the Armistice, the Government fulfilled its contract and 
took the linters, but for them they had no use and could 
find no market, so that a great many bales simply rotted 
away in the South. For this there has been much unjust 
criticism of the War Department, because there was no 
market and the storage would have soon amounted to more 
than the value. The linter market has been more or less 
confused ever since, but is now returning to normal. The 
eut went back to about 65 pounds to the ton, as soon as the 
Government. control was released. 

Linters and Cotton Statistics.—The average weight of 
all cotton bales is 500 pounds and this figure is used in all 
Government bulletins, estimates and other publications 
except when otherwise specified. Moreover, all these Gov 
ernmental estimates include only lint cotton and do not 
include linters. On the other hand, the so-called ‘‘commer- 
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cial crop’’ figures do include linters and are made up from 
the ‘‘running bales,’’ so that, while the average weight 
of the bales is given, it is never exactly 500 pounds. Asa 
result there is always a difference between the commercial 
crop and a crop made up on the basis of the 500-pound 
bale. It is necessary to keep these distinctions in mind, 
as otherwise cotton statistics may not compare at all with 
each other. 


CHAPTER VI 
VALUATION OF AMERICAN COTTON 


Three Methods of Valuing Cotton.—There are three 
factors making up the value of a bale of American cotton, 
and all three apply to each and every bale. Cotton is sold 
by the pound, and the price varies, other things being equal, 
with the grade and the staple. Therefore, each bale must be 
examined as to grade and staple, and must also be weighed. 
The weighing includes an inspection of the bale to ascertain 
if it complies with the usual rules of the trade. So, when 
we come to the chapter on weights, we shall find it needful 
to add still another chapter to cover the various kinds of 
“Srregular’’ cotton. 

Definition of Grade.—The grade of a bale of cotton is 
determined by the color, and by the amount of trash con- 
tained in the cotton, such as bits of broken leaf, or boll, 
pieces of hull, cut seeds, motes, and other impurities. The 
amount of color in the cotton is very important, and all 
cotton is divided into ‘‘white’’ and ‘‘colored.’’ In white 
cotton the amount of color must be considered in addition 
to the trash, for the higher grades require a ‘‘bloom,’’ or 
bright showy color. We shall treat of the off color cotton 
later on. The actual grading of the cotton is sometimes 
ealled ‘‘classing,’’ from which it results that ‘‘class’’ is a 
synonym for grade, and that the man doing the actual 
grading is called the ‘‘classer.’’ 

Cotton Standards.—Some forty years or more ago, the 
cotton trade saw the necessity for some standard of grade, 


to which all bales could be referred. At a meeting of 
75 
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representatives from all the Exchanges, it was determined 
to form an organization to be called the ‘‘ American Cotton 
Exchange,’’ and to adopt standards of grade for general 
use. This was done, but, during the lapse of time, scant 
attention was paid to keeping those standards up, so that 
shortly there were various different standards all over the 
belt. The New York Cotton Exchange had adopted the old 
standards for use in grading cotton delivered on future 
contracts. The New York Exchange took pains to have the 
standards checked up each year, so that their official stand- 
ards closely approximated the old American types. Little 
attempt was made elsewhere to stick to the standards, much 
confusion as to grades resulted, and finally in 1910, at the 
instance of the producers’ organizations, Congress passed 
a law authorizing the Department of Agriculture to make 
up official standards. These were constructed by a com- 
mittee representing all groups in the trade in conjunction 
with the Department experts. These first standards did 
not meet with universal favor, as they were considered too 
high in grade. Subsequently, after the passage of the 
United States Cotton Futures Act, which made the adoption 
of Government standards compulsory, the standards were 
modified and were easily accepted by all. 

Box of Standards.—A box is made up of a number of 
samples representing the cotton coming within the grade 
represented in that particular standard box. Cotton which 
is doubtful is then matched against the standard for deci- 
sion as to whether it should be included in that grade. The 
Government improved the old-fashioned standard boxes. 
The samples are large and are sewed into the bottom of the 
box, so that there can be no question of tampering with the 
cotton. Moreover, as an additional precaution, a photo- 
graph of the box is taken, and pasted inside the cover, so 
that any change would be instantly detected. The only 
danger is that when the covers are open, dust accumulates 
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slowly on the samples, thus lowering the grade. All stand- 
ard boxes should be checked up from time to time to make 
certain the samples properly represent the grade. 

List of Grades.—The Government standards provide for 
the following grades: 1. Middling Fair; 2. Strict Good 
Middling ; 3. Good Middling; 4. Strict Middling; 5. Mid- 
dling ; 6. Strict Low Middling; 7. Low Middling; 8. Strict 
Good Ordinary; 9. Good Ordinary. The grades preceded 
by the word ‘‘strict’’ are known as ‘‘half’’ grades in trade 
custom, although, according to the law, these are all nine 
to be considered ‘‘full’’ grades. The distinction is not 
important now, except that you will come across the old 
term occasionally, and should therefore know the meaning. 
In the old days, the Exchanges also had ‘‘quarter’’ grades, 
for the purpose of taking care of doubtful bales, which 
would not come up to the nearest standard but were too 
good to be dropped in value all the way down to the next. 
There was a great fuss made about these quarter grades at 
one time, and they were dropped by the Exchanges and not 
recognized by the Government. This makes no vital differ- 
ence except that the man delivering on contract receives 
less for his cotton. 

Basis Middling—tThe fifth grade, that of ‘‘middling,”’ 
is, as the name suggests, supposed to be in the middle 
of the list, and to represent the average grade of all 
the cotton. Middling is the price quoted, unless other- 
wise specified, and if you buy cotton with no specification 
as to grade you buy a ‘‘Basis Middling’’ contract. All 
the future contracts, of which we shall have much to 
say later, are of this character. The value of the cotton 
up or down from middling is determined in various ways, 
as we shall see. In the South, staple being omitted, when 
you buy the ‘‘run of the receipts,’’ you take any grade, 
the difference being figured on or off middling in some 
predetermined manner. The grades above middling are 
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known as ‘‘high grades,’’ and those below middling as 
‘‘low grades.’’ In the seasons when the weather is wet 
during the picking time, then the average grade is below 
middling, and the preponderance of the low grades leads 
to complications. 

Descriptions of Grades.—In white cotton, to quote the 
language of the Department: ‘‘The Official Cotton 
Standards of the United States require that cotton grad- 
ing Strict Good Middling or above, be of a bright creamy, 
or white color, and free from any discoloration.’’ It is 
needless to add that these very high grades come for the 
most part only at the beginning of a season. Cotton 
exposed on the plant for any length of time is lowered 
in grade, for even exposure to dew will take off that 
bloom which the Government calls ‘‘bright creamy, or 
white color.’’ Good middling is not quite so clean, but 
is always bright, showy cotton. Strict middling contains 
more trash, particularly that fine peppery leaf, which is 
easy to remove in the picker room. Strict middling is a 
very favorite grade of the American spinner, because, 
except for the finest goods, it can be used to the same 
advantage as the highest grades while the actual loss in 
cleaning is not large enough to count against the smaller 
premium. On the other hand, it has become almost an 
obsession with the spinner to require strict middling, 
when, in many cases, he could clean the lower grades at 
less cost than the difference in value between them and 
strict middling. The basis grade, middling, carries quite 
a bit of broken boll, leaf, and other trash, but the color 
is still good, even if not as showy as the high grades. 

Low Grades—Below middling, the bright color is 
lacking. The cotton becomes what is known as ‘‘dead’’ 
white, and has often a grayish look. There is also a shade 
of reddish yellow from time to time, although the color 
is not pronounced enough to call for a colored mark. 
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The low grades all carry an increasing amount of trash, 
until, in good ordinary, it is very considerable. 
Variations in Standard.—In theory the standards are 
never changed and cotton is always classed strictly in 
accordance with the standard, so that the grades are the 
same year after year. In practice, there is quite a per- 
ceptible difference in certain seasons, when the weather 
has brought about an undue proportion of the low grades 
and off-colored cottons. The constant handling of this 
character of cotton has an effect upon the eye, so that 
when white cotton does appear, it is rated higher than it 
really deserves. There is a gradual lowering of all 
standards in practice during such a season. The classers 
will deny that this is the case and assert that in their 
work they stick closely to the permanent standards of 
grade. As a matter of fact it is almost impossible for 
them to do so, for their eye is so much affected by con- 
stantly looking at low grade and off-colored cotton. 
Advantages of Government Standards.—The Govern- 
ment standards have been of real service to the trade. 
Prior to their adoption, there was a distinct variation in 
grade throughout the markets. For example, middling 
in Savannah meant one thing, and in Augusta not one 
hundred and fifty miles away, meant something entirely 
different. The merchants were annoyed by these dis- 
tinctions, but, being well aware of the different gradings 
at different markets, could protect themselves accord- 
ingly. The producer, however, never did understand 
that middling was not the same thing in different mar- 
kets, and, logically enough, argued that such a system 
was both misleading and costly to him. The adoption of 
the Government Standards has done away with all these 
troubles, and has made it possible for the farmer to 
familiarize himself with the different grades so that he 
can have a better understanding of the value of his own 
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cotton. He can never be an excellent classer, for he has 
neither the time, nor the need for constant practice, but 
there is no reason why he should not know in a general way 
whether the cotton he is offering for sale is middling, or 
strict middling. 

Colored Cottons.—So far, we have considered only white 
cotton, but, in any season, a certain proportion of the 
cotton is changed in color by the weather. Frost and 
moisture are the means by which the color is altered. 
Frost alone, followed by good weather, will change the 
color to a light yellowish red to dark red. These are the 
old-fashioned ‘‘tinges’’ and ‘‘stains,’’ and the amount of 
color determines which the bale should be classed. The 
color is determined by the frost, and the weather, and 
the character of the soil. A light frost with clear weather 
will produce those light creamy tinges, so prized by the 
trade, because, while the price is lower than white cotton, 
the expense of bleaching them white is very slight. From 
this light color we go on down to the deep red stains 
brought about partly by severe frost, partly by a moder- 
ate spell of rain after a frost and partly by a reddish 
soil blown or washed up into the cotton, and adding its 
bit to the discoloration. Besides these tinges and stains, 
we must consider the effect of moisture alone upon the 
color. The dews will soon cause a slight change in color 
to a sort of grayish hue, which, as we have seen, is present 
in the lower grades. To use the trade expression, they 
“‘earry’’ a certain amount of off-color. This slight dis- 
coloration is relatively unimportant, and may be ascribed 
to a sort of mildew. It is the reason why, in order to pre- 
serve the grade, cotton should he picked as rapidly as 
possible. We do have years, however, in which long con- 
tinued and severe rains visit the belt during the picking 
season. Such rains injure open cotton very much. Not 
only is the mildew much increased, but the steady down- 
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pour brings down coloring matter from the vegetation of 
the plant itself. Such cotton is of a grayish, bluish appear- 
ance, the color varying a great deal in density. There are 
bales in which the gray color is just too great to have them 
classed as white, and there are bales best described by the 
expression that they are the ‘‘color of old blue rags.’’ 

New Terms for Colored Cotton.—For a long time, the 
trade simply called these cottons ‘‘blues,’’ and sold them 
as such and such a grade “‘blue color,’’ as for example ‘‘100 
bales Low Middling, off color and blue.’’ The Government 
wished to make standards for both the old-fashioned tinges 
and stains, and these blues. They decided to issue stand- 
ards for ‘‘Yellow Tinged’’ and ‘‘ Yellow Stained’’ on the 
one hand, and ‘‘Blue Tinged’’ and ‘‘Blue Stained’’ on 
the other. Accordingly, we have to-day both these sets of 
standards, as follows: Good Middling: Yellow Tinged; 
Strict Middling Yellow Tinged; Middling Yellow Tinged; 
Strict Low Middling Yellow Tinged; Low Middling Yellow 
Tinged; Good Middling Yellow Stained; Strict Middling 
Yellow Stained ; Middling Yellow Stained; Good Middling 
Blue Stained ; Strict Middling Blue Stained, and Middling 
Blue Stained. 

In order to keep the yellow tinges and stains from bleach- 
ing out, as the cotton will do when exposed to the sun, the 
Department worked out a system invented by one of their 
men, Dr. Cobb, to inclose the samples in vacuum glass tubes 
which preserve the color, and which can, if necessary, be 
broken and the sample compared direct with the cotton. 

Blues are not available for use in the manufacture of 
certain kinds of goods, as the color will not bleach out suc- 
cessfully. It leaves little yellow dots in the cloth, even when 
the cloth is dyed, unless the dye be deep in color. Also, as 
we shall see, the staple is injured. The blues always sell 
at a sharp discount under white cotton. 

It is interesting to note that colored cotton can be 
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produced by breeding seed, and was so produced quite 
frequently in the old days. Tradition says that such red 
cotton was ‘‘slave cotton,’’ that is to say, it was raised by 
the slave for his own account, and on such extra time as his 
master allowed him to use. He could offer this cotton with- 
out criticism, but, if found offering white cotton, it was 
known that it must have been stolen. 

Cotton on the Border Line.—It may be imagined that 
there is cotton which falls very close to the line between 
white and colored, and this is the fact. Such bales are 
classed one way or the other, depending upon the amount 
of color and, also, upon the season, for, in the wet years, 
the low grade white cottons tend to carry more and more 
grayish color. If the color be more than a slight deepening 
of the grayish shade, it must go into the blue, for the reason 
that the bleaching difficulty will not permit blue bales to 
get into white marks. On the other hand, bales containing 
just a suggestion of yellow, or a few reddish spots, can go 
into white marks. If the color be at all noticeable, a 
descriptive phrase is added, such as ‘‘some light color,’’ or 
‘*spotted,’’ or ‘‘slightly off-color.’’ 

Grading or Classing Cotton—Samples.—Before the 
’ bale can be classed, a sample of the cotton contained in 
the bale must be procured. A hole is cut with a knife in the 
bagging between the bands on top of the bale and near one 
end, and from a pound and a half to two pounds of cotton 
is pulled out by hand. This ‘‘sample hole’’ is later re- 
covered with bagging, when the bale is compressed for 
shipment to the mill. When cotton has been compressed, 
it is often necessary to take the band off in order to get a 
sample. Compressed cotton does not give a good sample, 
because, when first removed from the bale, the cotton lacks 
‘life’? and the trash appears unduly prominent. Samples 
from compressed bales should be left in the sample room, 
exposed to the air for twenty-four hours, after which the 
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sample will so expand that the cotton appears more natural 
and the impurities assume their rightful importance. Bales 
are sampled on both sides, when they are being weighed and 
inspected for delivery on future contracts, in order to dis- 
cover ‘‘mixes.”’ In ordinary commercial practice, the 
same result is usually obtained by boring into the bale with 
an auger bit. 

Identification of Bales.——It is necessary that each indi- 
vidual bale and sample should be positively identified, and 
this is accomplished by means of tags. Every firm has 
printed its own tags, bearing its name and home address, 
which tags are fastened with wire to the heads of the bales. 
Each tag has printed upon it a serial number, and the 
same number appears upon coupons which can be detached 
and placed in the samples taken from the bale. When the 
sample is drawn and sent up to the cotton room for class, 
the tag number is taken down and the class placed opposite 
it. Thus, bale 345678 classed as strict middling, can easily 
be marked up into the proper shipping mark. The gins 
frequently paint the farmer’s initials and number, and 
sometimes the gin weight, on the bagging. Afterwards, 
however, every one handling the bale puts his own tag on it. 
The rule is to remove tags of former owners when handling 
cotton, but this rule is often not observed, and you can see 
in a mill yard in New England the factor’s, shipper’s, and 
broker’s tags still on the bale. By means of the tag number 
the bale can be found in the sheds, and, for this purpose, the 
rule is to store bales ‘‘tags up and out.’’ Any one who has 
spent hours crawling around under the red-hot tin roof of 
a country press hunting bale 345678 can testify this rule is 
often broken. Sometimes it is necessary to ‘‘break out’’ a 
dozen bales, up end them to find the tags, and restore them in 
the line of cotton, before you are able to find the missing bale. 

Classing Cotton—The Actual Work.—When the cotton 
has been tagged, and the samples drawn, then comes the 
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actual grading or classing. The staple is determined at 
the same time, but this is a matter we will take up at length 
in the next chapter. Cotton can be classed ‘‘at the bale’’ 
and is often so classed. The better practice, however, is for 
the samples to be brought up to the classroom, where the 
classer is not troubled by too bright a light, and where 
the shadows are not so deep as in ashed. It is very difficult 
to class cotton properly ‘‘in the open,’’ and unless in 
stress of circumstances, such as haste to make a certain 
steamer or certain date of shipment, the cotton is usually 
classed in the room. There the light is steadily the same. 
Of course, it varies with the sunshine and clouds, but those 
variations are always the same, and the classer’s eye soon 
becomes accustomed to them. In the shed, the opening or 
the closing of a door may make a difference in the light, and 
it is of course different with the position of each bale. A 
good classroom should have a north light, and, where pro- 
vided with skylights, the roof should be hipped to keep off 
the direct rays of the sun. Cotton cannot be classed on very 
dark, stormy days and cannot be classed by artificial light. 
These difficulties may be removed in time by modern, 
scientific lighting. When I was Chairman of the Warehouse 
and Delivery Committee of the New York Cotton Exchange 
some ten years ago, the electric light people were anxious 
for us to experiment with a certain kind of light, and we 
did so. Opinion varied as to the success of the lights, 
but they were by no means unsuccessful, and some men 
appeared to class with them as well as by daylight. Others 
again were much bothered by the light. We did not dare 
adopt it at the time, and it was never used except in 
experimenting, but no doubt it eventually will be per- 
fected. 

Cotton classing is an art and not an exact science. That 
simple sentence should always be remembered, for you will 
come across a lot of nonsense first and last about the classing 
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of cotton exactly by standard. No two bales of cotton, no 
two cotton samples, are exactly alike in every particular, 
and, therefore, absolute matching of standards is impossible. 
You can approximate the standard, and you must do so in 
value, but no one can absolutely match two bales of cotton. 
The cotton classer, if one of the best, is born, not raised, for 
he has the artist’s eye, and that you cannot teach a man. 
You can teach him the difference between good middling 
and strict middling, between white and tinged, but you 
cannot teach him to be a ‘‘good judge of cotton.’’ Such a 
man has the ability to place a bale of cotton instantaneously 
in its place without reference to either standard or type. 
He can place the doubtful bales, the samples ‘‘on the line,’’ 
in the proper grade at once, and when the shipment is all 
laid out, any one will pass those samples without question. 
It might be thought that good classers are rare, but they 
are more common than one would suppose. What is rare, 
is the ability to class cotton, coupled with the ability to 
merchandize cotton. When the two are combined, then you 
have one of the men who will make his mark in the trade. 
Rapidity of Classing.—In everyday life the cotton must 
be handled very rapidly, and the classer can seldom spare 
the time to consult type and standard. A typical office 
in the South, of which I have figures, handled 95,000 bales 
before Christmas. That meant the two classers were busy 
on every clear day from sunup to sundown, from the time 
light was good until it was so poor they had to stop. The 
ordinary ‘‘bread and butter’’ cotton was classed as fast as 
it could be handled, while the staples were handled twice, 
onee by each man, and again re-classed by the staple part- 
ner. All shippers pass through some such time of rush 
each season, and the classer must have the ability to class 
rapidly and accurately, and must possess the confidence of 
the firm, so that he is left alone. Otherwise, the classing 
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is not properly done, and poor classing means grade claims, 
loss of money and loss of prestige. 

Liverpool Standards.—The United States Government 
standards are in use all through this country, but they are 
not used in the Liverpool market. The original Government 
Standards adopted in 1910 were not liked by the bulk of 
the trade, and, as they were optional, a conference of the 
trade adopted what were known as the ‘‘International 
Standards,’’ which it was hoped would be adopted both in 
this country and in Europe. In Liverpool these standards 
were adopted by the Cotton Association, effective September 
1, 1916. Meantime the Government Standards were made 
compulsory by law in this country, having been modified 
to meet early objections. A comparison follows: 


Liverpool United States 
Middling Fair is slightly above |Strict Good Middling 
Fully Good Middling | is equal to Good Middling 
Good Middling is equal to Strict Middling 
Fully Middling is equal to Middling 
Middling is slightly above|Strict Low Middling 
Fully Low Middling | is equal to Strict Low Middling 
Low Middling is equal to Low Middling 
Fully Good Ordinary} is equal to Strict Good Ordinary 
Good Ordinary is slightly above|Good Ordinary 


These comparisons and a discussion may be found in 
“*Classification of American Upland Cotton,’’ Farmers’ 
Bulletin No. 802, Department of Agriculture. 

1922 Revision of Standards.——Under the authority of 
the United States Cotton Futures Act, the Secretary 
of Agriculture called a meeting of a special committee 
representing all branches of the cotton trade, and this com- 
mittee revised the United States Government Standards to 
be effective August 1, 1928. The report of the committee 
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is given in the Department ‘‘Service and Regulatory 
Announcements,’’ No. 72, issued October, 1922. The 
changes in the standards can best be seen by quoting from 
this report: 


These changes are designed solely to provide a more satis- 
factory classification of cotton already within the range of the 
present standards. 

In the white grades the changes are not considerable and the 
new standards represent the nine grades for which the standards 
were originally established. The most noticeable changes are in 
Middling Fair and Strict Good Middling, which in the new boxes 
are somewhat less creamy and admit a trifle more leaf. The 
reason for this change is that in the old standards for these 
grades too large a proportion of creamy cotton was allowed in 
relation to the lower boxes. Great care has been taken to gradu- 
ate all of the new boxes so that the steps between the grades shall 
be as nearly equal as practicable. 

The extension of the boll weevil depredations into practically 
all sections of the cotton belt has caused the greater part of the 
American crop to show some slight discoloration, known as boll 
weevil spots. The new white standards provide for such color 
in the white grades, but do not contain as much heavy spot as 
bales 3 and 11 of Strict Low Middling, 7 of Low Middling, 5, 6, 
8, and 9 of Strict Good Ordinary, or 3 and 7 of Good Ordinary 
of the old standards. 

The old standards for Yellow Tinged Cotton have never 
received the complete recognition of the cotton trade. The new 
standards, being much lighter in color, are designed to conform 
more closely to American trade ideas. , 

One important objection to the old standard as a whole... 
was the lack of specific designation for cotton intermediate in 
color between the practical forms. . . . The new standards, there- 
fore, provide for a more exact classification of cotton, the color 
of which is lighter or deeper . . . than that shown in the prac- 
tical forms, without multiplication of the practical forms and 
attendant increase of expense. 

The numerical method of grade designation which was intro- 
duced in the American Egyptian and Sea Islands standards has 
been extended to the standards for American Upland Cotton, in 
keeping with the general policy of the Bureau of Agricultural 
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Economics (formerly the Bureau of Markets) to employ numbers 
for the grades of all commodities for which it has established 
standards, assigning No. 1 to the highest commercial grade and 
succeeding numbers to the lower grades in order. 


The Bureau furnishes a diagram of the new symbols and 
numbers as follows: 


STANDARDS FoR GRADES OF UPLAND COTTON 


Blue Yellow Light | Yellow 


Stained Gray White Spotted Tinged | Stained | Stained 
lor M.F 
“ §.G.M. 2T 
3B 3G 3% GM. 3S8p 3T 3LS 38 
4B 7 4G) (4 * SM 4Sp 4T nas 48 
5B 5G 5“ M. 5Sp_|_ f 5T 5LS 5S 
6“ S.L.M 6Sp 6T 
i, las ME: 7Sp Ty 
8 “ S.GO. 
9“ G.O. 


Grades above the line are deliverable on future contracts, the others 
are not. 
The colors for which no standards are provided are printed in italic. 


Selling Cotton by Grade.—The American cotton mer- 
chant can sell his cotton in one of three ways, so far as 
grade is concerned. First he can sell on ‘‘deseription,’’ 
that is to say he can name the grade in the contract. Thus, 
he will offer a hundred bales of ‘‘strict middling, nothing 
below middling.’’ The grade designated is the United 
States Government Standard in this country and the Liver- 
pool Standard when selling that market. Second, he can 
sell equal to a ‘‘type,’’ samples of which have already been 
furnished the buyer. Third, he can sell on ‘‘actual sam- 
ples,’’ in which case he guarantees to ship the bales from 
which the tagged samples shown the buyer were drawn. 
This method is used more frequently with staple, but it is 
sometimes used in the case of low grade or colored cotton, 
over the description of which there might be disagreement. 


CHAPTER VII 
VALUING COTTON BY STAPLE 


Definition of Staple—Staple is the method of valuing 
the cotton by the length and strength of the fibers. Both 
qualities are equally important, because cotton of weak 
character will not spin out to its full length. In other 
words, here is a bale of heavy ‘‘bender’’ character, the 
fibers of which are a full inch and an eighth in length. 
That bale can be sold for the full length of the fiber and 
prove most satisfactory at the mill. Here is a bale of 
weaker character, perhaps ‘‘creek’’ cotton, the fibers 
of which will pull out to the same length as the bender 
bale. Yet, when put into the machinery, the cotton will 
not stand the strain, the fibers break off short of the full 
inch and an eighth, and trouble and damage are caused the 
mill. It is obvious the second bale cannot be sold for 
the same length of staple as the first. Staple, therefore, is 
made up of two equally important factors, length and 
strength. 

Ascertaining Staple.—The actual operation of estimating 
the staple of a sample is called by the trade ‘‘pulling the 
staple.’’ The Department of Agriculture gives an excel- 
lent description of the process as follows: ‘‘A small piece 
of cotton is grasped with both hands and pulled apart. 
One half is then discarded, and the ends of the fibers pro- 
jecting from the portion held usually in the left hand are 
grasped between the thumb and forefinger of the right 
hand and drawn from the mass. Two or three such pulls 
are made and the staple is then lapped back and forth until 


the fibers are parallel and the ends squared before the 
89 
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length is estimated. The character of the staple, that is its 
strength, body, drag and uniformity, is noted at the same 
time.’’?? The actual work of pulling staple requires both 
practice and natural ability. Indeed, the art of pulling 
staple correctly is decidedly more difficult than that of 
merely classing cotton for grade. The actual pulling out 
of the length is difficult in itself, but the importance of 
correctly estimating the strength makes stapling a most 
delicate process. The only actual test for staple is to pull 
‘‘against the rule,’’ that is to say to pull out the fibers and 
then measure their length against a rule graduated for 
sixteenths of an inch. It will be seen that this is no test 
whatever, because the strength is not thereby estimated. 
Indeed, the staple expert is most scornful of the rule, for 
this very reason. He knows only too well that cotton will 
measure lengths at which the fibers will not spin. Judg- 
ment of strength is an essential in a staple man. 

Standards of Staple.—The question of official standards 
for staple is a most complicated matter. Not only must the 
strength be considered, but the preservation of the sample 
is all important. In grade a standard box must be kept 
covered, but is not otherwise affected by storage, although 
even with grade, standards should be checked up every year 
or so. With staple, however, the matter is far different. 
Cotton ‘‘dries out’’ easily, that is to say, the sample re- 
moved from the bale soon loses the moisture usually to be 
found in the cotton. That moisture is essential to a correct 
judgment of the staple, more particularly as to the strength. 
A sample which has ‘‘dried out’’ may not pull out to the 
real length of the cotton, it will surely misrepresent the 
strength. A single illustration will suffice. While I was 
employed in Arkansas some years ago, the firm found itself. 
unable to secure enough cotton of a certain grade and staple 
to fill orders already upon its books. I was shipped off to 
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buy cotton in the New Orleans market against those orders, 
and was instructed to employ a certain broker, an expert 
as a staple buyer and shipper, to assist me in selecting the 
eotton. We were most careful in our purchases and con- 
sidered the cotton excellently chosen, when we received a 
letter from my employers to the effect that the samples, as 
received, showed the cotton both weak and short. We could 
not understand the matter at all, especially when we 
received the same report on the next shipment, which we 
had both considered too good for the order. The firm found 
opportunity to buy a certain lot of cotton in the interior of 
Arkansas, which ‘‘filled them up,’’ and I was ordered 
home. On arrival, the head classer took me out to the 
cotton room and showed me the samples of our shipments. 
The cotton was both short and weak. Some weeks later, on 
arrival, the mill reported the bales themselves to be entirely 
satisfactory, which vindicated the New Orleans expert and 
myself. We caused an investigation to be made by the 
express company, and it appeared that the package of sam- 
ples had been caught in a rail blockade, due to high water, 
and held up some 72 hours. We supposed that the package 
happened to be next the steam pipes in the car, and so the 
eotton had dried out badly. This drying out is so well 
recognized that great pains are taken to keep the humidity 
of a classroom as nearly even as possible. No heat is 
allowed, and the moisture is watched nearly as carefully 
as with a cigar humidor. The reverse is also true, and 
cotton wetted, or otherwise exposed to excessive moisture, 
will pick up both length and strength. Of course, the 
sample is then not a proper representation of the bale. 
Staple buyers will not look at cotton which feels damp to 
the touch, nor will they look at cotton in a room they believe 
to have excessive humidity, whether by fraudulent intent, 
or by accident. 

So far then, the Department of Agriculture has not been 
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able to distribute standards for staple, but has promulgated 
the following rules: 

Section 1. The length of the staple of any cotton shall be the 
normal length by measurement without regard to quality or value, of 
a typical portion of its fibers under a relative humidity of the atmos- 
phere of 65 per cent and a temperature of 70 degrees Fahrenheit. 

Section 2. The length of staple of any cotton shall be designated 
by t' t one of the following terms, whi h expresses its measurement 
in inches or fractions of an inch in accordance with section 1 of this 
order: Below % inch— 34— 13/16—%-— 15/16— inch— 1 1/32— 1 1/16— 
13/32—- 14%4- 15/32— 13/16— 17/32— 1144-— 19/32— 15/16— 1 11/32- 
18%— 113/32— 17/16— 115/32— 11%4-1 17/32- 1 9/16— 1 19/32— 15%— 
1 21/32- 1 11/16— 1 23/32; and upwards in like manner in gradations 
of thirty seconds, disregarding any fraction less than a thirty second. 

Section 3. The lengths of staple designated as 34, 7%, one inch, 
14%, 1%, 1%, 1%, 1% and 1%, respectively, are each represented by 
a sample in the custody of the United States Department of Agricul- 
ture in a container marked “Original Official Cotton Standards of the 
United States Length of Staple,” followed by the appropriate desig- 
nation of such length of staple. 

Lengths above an inch and three-eighths are almost 
certainly from either Sea Island or American-Egyptian 
cotton. 

Pulling Staple——In short cotton, such as Atlantic Up- 
lands, the staple is pulled very quickly, just enough atten- 
tion being given to the matter to make certain the bale is 
seven-eighths of an inch. In the Gulf and Valley the staple 
is ascertained very rapidly on bales below an inch and an 
eighth in length. Those bales of that length and over 
are handled very carefully, for the differences in value are 
large. It is customary to class the cotton out rapidly in the 
shorter lengths, and to put aside the longer for two and 
possibly three examinations for staple, before they are 
finally placed for value. Often the firm has a ‘‘staple part- 
ner’’ who looks over every bale in a mark for staple of an 
eighth or over, after the classer is through, and before the 
cotton is shipped. This partner will also pay general atten- 
tion to the staple of all cotton handled. It is costly to pay 
claims for staple, and it is equally expensive not to secure 
full value. 
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Selling by Staple——Cotton is sold by staple in the same 
manner as with grade. First, the bales may be sold on 
description, as for example, ‘‘Inch and a sixteenth rivers,’’ 
or ‘‘inch and a sixteenth creeks,’’ and so on. Second, cotton 
may be sold as equal to a certain type. In this case the type 
samples are sent to the buyer early in the season, are pulled 
by him, and he ascertains exactly what the cotton will be. 
These types run in certain marks for years, but fresh sam- 
ples are usually sent to the broker or mill each year. It is 
well understood that the type will dry out, and therefore 
become more or less unsatisfactory as to staple. Third, 
cotton is sold for staple on actual samples. This is the more 
common method on all ‘‘extra staples,’’ or cotton over an 
inch and an eighth. The difference in value is so great that 
neither the seller, nor the buyer, cares to run the risk of 
mistake. The actual tagged samples are sent to the broker 
or mill, he picks out the bales he desires, and they are 
shipped him. 

Grade and Staple Together.—Except in the case of sales 
by actual sample, both the grade and the staple are specified 
in offers, sales, and shipments. Thus, a mill does not buy 
simply ‘‘strict middling,’’ but ‘‘strict middling inch 
and a sixteenth rivers,’’ and so on. In the same manner 
the type represents both grade and staple. Sometimes a 
type mark, as for example RERO, will represent the staple 
only, and the grade will be specified, as so many bales 
‘strict middling, equal type RERO.’’ Often the type is 
plainly marked ‘‘good middling RERO”’ or ‘‘strict mid- 
dling RERO,’’ and so on. In any event both the grade and 
staple are specified in the sale note. In the case of actual 
samples this is not always done but the shipper is asked to 
submit samples for ‘‘25 bales strict middling inch and 
three-sixteenths.’’ He sends the samples tagged, but all he 
guarantees is that the actual bales selected from those sam- 
ples will be shipped by the numbers furnished him. 
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Staple and Seed, or Soil.—Primarily the seed planted 
determines the staple, for you cannot secure long fiber 
cotton from short staple seed. Secondarily, the soil is of 
importance. This must be of a rich character, and in for- 
mer years it was thought it must also be of a rich alluvial 
character, such as is found in the bottoms. It was thought 
impossible to grow long and strong cotton on upland soil. 
The Department of Agriculture has done a great deal of 
work in developing long staple seed for upland soils, and, 
provided the soil be rich and not sandy or barren, long 
staple cotton can be raised in the uplands to-day. 

Staple and Weather.—Granted the seed and the soil, we 
have remaining the matter of weather. Hot and moist 
weather is ideal for the development of staple, one reason 
why the humid climate of the Valley is so excellent for 
growing long fiber cotton. Such weather conditions are 
likewise ideal for weevil, which accounts for the reduction 
in the Valley staple crop. On the other hand, long con- 
tinued dry weather is bad for the staple, since it dries out 
the natural oil in the plant, leaving the fibers weak and 
brittle. In a drought year, like 1918, the Texas and Okla- 
homa crop is all of staple inferior to the usual run. Such 
cotton is sometimes called ‘‘immature staple,’’ and the term 
is applied also to cotton ‘‘gathered’’ from bolls not yet 
matured. A spell of long continued wet weather in the fall, 
with the cotton open on the plants, will damage the staple. 
The seed sprouts in the boll, the cotton is blown about and 
continuously water soaked, until it becomes half rotten. 
Such cotton is called ‘‘perished staple.’’ 

Differences in Value Grades.—The differences in value 
between the various grades vary with the season and with 
the conditions. They are best shown by a table, giving the 
differences ‘‘on’’ and ‘‘off’’ middling for delivery on New 
York contracts for future delivery : 
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Grade Differences.—We have said that a ‘‘point’’ is one 
one-hundredth of a cent per pound. The average bale of 
cotton is supposed to weigh 500 pounds, so that a fluctuation 
in value of one one-hundredth of a cent per pound will 
amount to five cents per bale. If you will bear that in mind, 
you will see by a glance at the tables that the actual value 
of the cotton can be much changed by the grade. It will 
also appear that careful classing of cotton is essential to 
avoid heavy loss. 

It will be noticed that there has been a steady widening 
of the differences off middling on the lower grades ever since 
1903. There are various reasons for this change in value. 
In the first place, a severe storm in 1906 brought a great 
surplus of low grades and a scarcity of high grades at a 
time when business was active, and when the merchants in 
the South had sold forward a great quantity of the better 
cotton. To secure that cotton they were compelled to pay 
very high prices, while the actual supply in bales, in quan- 
tity but not in quality, was large. These low grades were 
offered for delivery on future contracts, so that the relation 
between the better class of cotton and the ‘‘basis middling’’ 
future contract was much disturbed. Heavy losses resulted 
from this circumstance and much blame was ascribed to the 
New York revision committee for not widening the low 
grade differences in 1906. Undoubtedly that committee 
was guilty of an error of judgment, although at the time 
they had no information to show that any such surplus of 
low grades would result, and although the situation was 
made worse by rains after the date of meeting. In any 
event, great indignation resulted, and the feeling was seized 
upon by the politicians and agitators to gain popularity. 
The result was that an economic problem of a delicate 
nature was roughly thrown into the political battlefield. 
We shall later have to take up in detail the legislation and 
the results thus brought about, but it is sufficient to remark 
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here that so much was said for so many years about the 
undesirability of low grade cotton, that even the farmer has 
come to believe it somehow worthless. As a matter of fact 
the actual spinning value of the lower grades is far above 
the differences prevailing in 1919 and 1920, which mark the 
culmination of the movement. These very wide discounts 
were brought about by a succession of crops of indifferent 
quality, followed by a low grade crop in 1919, and by the 
general unsettlement due to the war inflation when every- 
thing abnormal was exaggerated. There has since been a 
swing back in the market value of low cotton, and what is 
far more important, there has been a change in the feeling 
South. The evil experiences of 1920 were much increased 
by the low grade cotton, whose value had been marked down 
to almost nothing. It is probable we have seen the worst 
of the misdirected agitation against the lower grades, and 
that we are returning to a more sane comprehension of their 
value. This whole question has had much to do with the 
relation between spot cotton and futures and will require 
that we later take it up in detail. 

Staple Differences.—Here we have had a steady increase 
in the premium paid for the extra lengths of staple. So 
much has this been the case that, to-day, cotton an inch and 
an eighth long is regarded as a specialty, whereas twenty 
years ago it was offered on description, or on type, as is any 
short cotton to-day. This change in value has been due to 
a curtailment in the supply because of the boll weevil, and 
also to an increase in the demand. The use of the auto- 
mobile has resulted in a great demand for rubber tires, and 
the ‘‘fabric’’ of those tires is best made of extra strong 
cotton yarn, which in turn is made of extra staple cotton. 
The result has been that, at the very time the supply of 
long staple cotton was being reduced, an entirely new 
demand had appeared. In part, the problem has been 
solved by an advance in premium, and in part by the pro- 
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duction of long staple cotton in Arizona and California. 
This cotton is not always liked by the fine goods people, but 
it is in good demand from mills making ‘‘tire yarns.’’ The 
premiums reached their apex in 1920, and fell off rapidly 
thereafter, because of the panic and the consequent eurtail- 
ment in the demand for tire yarns. The probability is that 
the premium will advance again as business returns to nor- 
mal. The future depends upon the increase in the staple 
crop in the old cotton belt, when and as weevil control is 
successful, and also upon the inerease in the long staple 
production in the Far West. 


AVERAGE PREMIUM FoR Strict MippLine DELTA CoTTon, 1913-16 


(U. 8. Department of Agriculture figures, based on price of strict 
middling short cotton, same crop) 


14% oiinss had a Tremium of 150 points 


13/1 275 

14% “ec “ce “ 400 “ce 
1 5/16 “ce “e “ec 525 “ 
136 “ee “ “ 675 “ 
1 7/16 “ec “ “ 750 “ec 
1% ee te its 900 “ce 


New York Evening Sun quotations, based on middling short staple, 
40.25 at New Orleans and 42c. at Memphis, May 8, 1920; and 11.88 
at New Orleans, and 11.25 at Memphis on May 7, 1921: 


Memphis New Orleans 
Staple 1920 1921 1920 1921 
11/16 600 points 50 points : 625 points 100 points 
1% 2,600 350 2,425 “ 200ses 
13/16 4, COO = 650 “ 4,200 “ SPIN 2 
1% 4,600 ee Nominal 3,550 “ 800“ 
15/16 | 5,000 “ cS Nominal Nominal 
1 3% 5, 800 ce ee ce ce 


Sea Island at Savannah No. 2 was $1. 15 | a pound, May, 1920, and 
about 40 to 42 cents per pound in May, 1921. 
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The Cotton Bale.—As the bale comes from the gin, the 
package is an irregular rectangle about 27 x 54 x 46 inches, 
covered with open mesh bagging, and held together by six 
steel bands or ‘‘ties.’’ The average weight of a bale of 
cotton is supposed to be 500 pounds, and while that average 
is not correct, the figures are close enough for all ready 
figuring. Cotton is sold by the pound, so that every bale is 
carefully weighed by every one who handles it. The original 
gin weight is often painted on the bale along with the 
farmer’s initials, or farm mark, but, thereafter, the weight 
is kept in books at the office of the firm owning the bale, 
the tag affording a means of identification as in the case of 
the sample. 

Selling by Weight.—The weight of the bale will vary 
from 300 to 700 pounds. Bales below 300 pounds carry a 
penalty as ‘‘light-weight,’’ while the very heavy bales are 
rare, being, for the most part, confined to those counties 
where a levee tax is placed upon each bale, irrespective of 
weight. In order that a sale of 100 bales shall always carry 
approximately the same amount of cotton, the rules of the 
New England ‘‘mill terms’’ require that a sale of 100 bales 
shall be 50,000 pounds, with a variation on the invoice 
weight of not over two per cent. That rule has nothing to 
do with the requirement that the arrival weight at the mill 
shall equal the invoice weight, the two per cent rule is 
simply to protect the buyer against shipment of light weight 
bales in case of an advancing market, or heavy weight bales 


in case of a declining market. 
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Weighing Cotton—In the South all cotton is weighed 
with a tripod, a beam and a pea. The bale is raised from 
the ground by grappling hooks, and held suspended from 
the tripod, while the ‘‘pea,’’ or weight, is slid along the 
arm, or ‘‘beam,’’ until it balances. Cotton is weighed with 
a ‘“‘rising beam,’’ that is to say, after the balance is reached 
the pea is pushed back a pound or two, so that the beam is 
not level, but rising slightly. The weight is then read off 
from the notch in which the pea is resting. The precaution 
of the rising beam is for the purpose of allowing for the 
drying out of the moisture in the cotton, and is particularly 
necessary with the first pickings or, as they are called, with 
‘‘oreen cotton.’’ In a dry store all cotton will lose weight 
slowly, and in the New York market, for example, an allow- 
ance of one-half pound per bale per month is made for such 
shrinkage. Cows will eat into a bale of new cotton, making 
a large hole in one side. The result is a loss of weight from 
the gin figures, and this is covered by the notation ‘‘ C. E.,’’ 
or ‘‘cow eaten.’’ No penalty is attached to such bales, aside 
from loss in weight. 

Wet Cotton.—The bales may come to the scales ‘‘ wet,’’ 
either from exposure to rain on the platform of the coun- 
try station, or from being hauled into town in the rain 
from the gin, or from half a dozen different reasons which 
may account for the bales being wet. If the dampness is 
plainly on the surface, so that the cotton can dry out, the 
buyers’ weigher will accept the bales, but will require an 
allowance for the additional weight of the moisture. Cot- 
ton is usually weighed out by the representative of the 
seller to the weighmaster of the buyer, called the ‘‘re- 
weigher’’ and when there is a question of wet, the two 
get together and decide the amount to be ‘‘docked.’? The 
reweigher is held responsible for subsequent loss in weight, 
and he, therefore, will take all the dockage on wet cotton 
he can get, as a matter of self-protection. The farmer 
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loses any amount deducted above the actual moisture in the 
cotton, but, if he is so abominably careless with valuable 
property as not even to cover the bales with a tarpaulin, 
he cannot reasonably complain when he pays the inevitable 
bill of carelessness. 

Country Damage.—lIf cotton is left out in the open 
exposed to all sorts of weather, the outside of the bale will 
begin to rot, and this rot will extend back slowly into the 
heart of the bale. Moreover, if the cotton is not ‘‘skidded’’ 
off the ground, the mud is washed on the lower side of the 
bale, and cakes up there with the result that underneath 
this caked mud, the bale begins to rot away. This is called 
“‘ecountry damage’’ and is a costly matter, for such bales 
have to be stripped of their bagging and ties, and the rotted 
cotton picked away by hand, until the bale can be safely 
shipped. This ‘‘reconditioning’’ must be thoroughly done, 
because if any rot be left, the trouble will start up the in- 
stant the bale gets damp, and more damage will result. 
The loss on bales with ‘‘country damage”’ is large, because, 
not only is the loss in weight heavy, but the labor cost is 
high. Most country damage originates right on the farm, 
and most of the resulting loss falls right on the farmer. 
It is inexcusable, because ‘‘skidding’’ the bales off the 
ground, covering them over with boards, or tarpaulins, 
or any semi-waterproof contrivance, will obviate most of 
the country damage. Yet the traveler through the South 
will observe farm after farm with one to three bales of cot- 
ton dumped out in the front yard, covered with mud, and 
soaking wet. In the meantime, he will read editorials 
upon the advantage of the farmer ‘‘holding’’ his cotton. 
If he holds it in this manner, any possible improvement 
in price is lost through country damage. 

Country damage will also occur in the warehouses at 
small country points where the cotton is carelessly placed 
outside the shed roof, or in times of ‘‘block,’’ dumped in a 
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nearby field. This loss falls upon the owner who need not 
be the grower. The losses on this account have been so 
heavy in recent years, that the handlers of cotton now take 
a much more active interest in the doings of their local 
warehouse men, so that this sort of country damage is not 
so prevalent as it used to be. 

As an illustration of the necessity of thoroughly recon- 
ditioning cotton, and of the ease with which cotton once 
damaged will damage again, a personal experience may be 
of interest. While I was in Arkansas, it became neces- 
sary to make a hurried shipment to Liverpool, at a time 
when the regular reweigher was ill. I was ordered down 
to the press to ship the cotton, and instructed to see that 
the bales were thoroughly reconditioned as we were aware 
the cotton was country damaged. In fact, the cotton had 
been bought with the understanding the weight would be 
settled after the bales were ‘‘picked.’’ My gang of com- 
press negroes picked damage off that cotton so thoroughly 
that the country owner objected very much to the bill. The 
cotton was pressed, marked and shipped, and we thought 
no more about it. As luck would have it, I happened to 
be in Liverpool, some six weeks later, when the cotton ar- 
rived, and heard the merchant receiving the shipment, com- 
plain very much of the country damage on the bales. His 
reweigher said there was at least 15 pounds damage on 
the average, and offered to show me. So we went down 
to the docks where the cotton was being unloaded, and 
he was quite correct. I cabled back to Arkansas, they 
traced that shipment, and it developed that the railroad 
had missed a steamer at the port, had been short of ears, 
had unloaded the cotton and left it in the open air for a 
couple of days, until the next ship arrived. It rained 
hard both days, and the cotton damaged all over again. 
Thanks to the remarkable coincidence that the man who 
attended to the shipment was present himself at the un- 
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loading in Liverpool, we had a clear case against the rail- 
road, and they had to pay the damage claim. 

Water Pack.—This is another case of much the same 
sort of damage. A bale will stand under a leak in the 
shed roof, so that the water runs down on the same spot 
for days; or, at the gin, a leak will allow steam into the 
gin box at just one point; or, in some other manner, a 
small part of the bale, usually the head, will be exposed 
to water for some length of time. The cotton in that por- 
tion of the bale will rot, caking up in sheets as stiff as 
cardboard, and smelling just like rotten eggs. This’ is 
called ‘‘water pack’’ and, as is the case with country dam- 
age, the bale must be stripped and the damaged cotton 
picked away. The shed negroes get quite expert at ‘‘smell- 
ing’’ water pack, and I recall one old time darky who 
used to go down a line of cotton with his nose in the air, 
remarking ‘‘Ah suah can smell water pack, boss, Ah suah 
can.”’ 

Loss in Weight Claims.—These are one of the bothera- 
tions of the business, and exist all along the line from the 
gin to the mill. In the South there is not much trouble 
because both sides settle their difficulties right over the 
bale. When the receiver is in Europe or the East, and the 
shipper is in the South, the matter is not so simple. Liver- 
pool now has a system of ‘‘mutual allowances,’’ that is, 
the shipper is credited with any gain in weight, and debited 
with any loss in weight, and the net result of his ship- 
ments is all he has to settle. Where this system does not 
prevail, and the shipper is billed when a loss is incurred 
on one lot, and hears nothing about, a gain on another lot, 
then various things happen. If the claims are not large, 
the shipper usually pays the bill and says nothing, at least 
not in public. When the claims always appear, the shipper 
feels himself justified in resorting to a bit of sharp prac- 
tice on his side, and he ‘‘adds’’ to his weight sheets, by 
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increasing the actual weight of each bale one, two, three 
pounds or some other specified amount. Some shippers 
add enough so that every bale appears to weigh either 
an amount ending with ‘‘5’’ or an amount ending with 
“‘0.”? It is an interesting commentary on the footless 
character of all sharp dealing, that when the mill is sus- 
pected of underweighing, the shipper adds to his weights 
to take up the claim; while, on the other hand, the mill 
will justify the claim by the statement that the weights 
were ‘‘added.’’ The net result is approximately the same 
as though neither had done anything except use the actual 
weight of the cotton. On the other hand, the door is 
opened for all sorts of chicanery, much bitterness on both 
sides, and a general lowering of business standards. The 
fairest methods with weight claims are the safest, and the 
system of ‘‘mutual allowances’? comes near to being the 
fairest. 

Controlling Cotton.—In case of excessive loss of 
weight the rules of the New England Cotton Buyers’ As- 
sociation provide that the shipper shall be notified that he 
may attend a second re-weighing and ascertain for him- 
self the actual weight of his shipment. As the shipper is 
often South, there has grown up a custom of employing 
firms to represent him both at the re-weighing and at the 
re-sampling, in case there is a grade claim. This is called 
‘controlling cotton’’ and the firms attending to the busi- 
ness are called ‘‘controllers.’’ There are firms of con- 
trollers who do business in Europe also, and will represent 
the American shipper in all the ports and markets of the 
Continent. 

Tare.—Another matter connected with the weight of 
cotton is the question of tare. In the New England terms, 
the tare allowed is 4.8 per cent of the invoice weight, in 
other words, the bagging and ties must not exceed that 
percentage of the invoice weight. In case excessive tare 
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is suspected the bales are stripped, and the bagging and 
ties carefully weighed up and the tare ascertained. Once 
more the controller is employed to represent the shipper. 
Cotton is sold in this country on the ‘‘gross weight,’’ but 
in Great Britain and on the Continent, cotton is sold ‘‘net 
weight.’’ On all Liverpool shipments, six per cent of the 
invoice weight is deducted for ‘‘tare.’’ If the hundred 
bales of cotton weighs 50,000 pounds, the amount billed 
to Liverpool will be 47,000 pounds, some 3,000 pounds or 
6 per cent being deducted for the tare. Cotton is said to 
be sold Liverpool ‘‘cif and six,’’ that is to say, ‘‘cost, in- 
surance, freight, and six per cent tare.’ 
Patching.—When the bale comes to the compress to 
be pressed for shipment, the sample holes are open, and, if 
the bale has been often handled, the sample hole is a great 
jagged tear in the bagging. It is essential that these holes 
be covered, and so, in pressing, a piece of bagging is placed 
over the tear in the bale’s covering. These pieces of extra 
bagging are known as ‘‘patches,’’ and it is obvious that, 
while necessary, they lend themselves to much chicanery 
in the line of adding more bagging than is requisite and 
thus increasing the shipping weight. Some misinformed 
people assert that patching is an unmitigated evil, but this 
is far from the truth. Patching is necessary and proper, 
and where the rules are followed no objection can be taken 
to the practice. As an illustration of what is proper patch- 
ing, we will cite the fact that the Memphis Cotton Ex- 
change rules limit the patch in all cases to five pounds, and 
that as a matter of fact the actual patch at the Memphis 
compress runs from two pounds to five. 
Compressing.—Before cotton is shipped out of the 
South, the bales are compressed in order to save space. In 
the very old days before the Civil War, cotton used to be 
‘“‘serewed’’ into sailing vessels, the pressing taking place 
in this manner in the very hold of the ship. In modern 
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times, the compressing is done at regular steam or hy- 
draulic presses, located at storage plants all over the South. 
As the bale comes from the gin it is called ‘‘big cotton,”’ 
and such a bale will measure about 27x54x46 inches. This 
is the so-called ‘‘standard gin box,’’ and the carriers have 
a penalty on cotton which exceeds these measurements. 
The density of pressure in the ordinary press is from 25 
to 29 pounds to the hundredweight, while the rules of 
the railroads and steamship lines require that the pressure 
be at least 2214 pounds, shipside, guaranteed. Such com- 
pressing reduces the bale to 28-29 inches wide, 58-59 inches 
long, and 18-20 inches thick. This is called ‘‘flat cotton,’’ 
and it is these compressed bales which are to be seen loaded 
on trucks, passing through the streets of northern cities, 
or being unloaded from the steamer at the European port. 
The railroad pays the charge for compressing, 20 cents 
a hundred pounds, and figures it into the freight rate. 
Shipping Marks.—When the bale comes from the 
press, it is marked for identification with a ‘‘shipping 
mark,’’ which is placed upon all the bales going out in one 
lot. The usual custom is to have four letter shipping marks, 
as for example ‘‘BIRD’’ or ‘‘SNOW,”’ and the bill of lad- 
ing, which the shipper obtains from the railroad, will call 
for that particular shipping mark. The usual form reads 
“‘Received of Jones and Co. one hundred (100) Bales ecot- 
ton, weighing 50,610 pounds, marked BIRD,’’ or whatever 
the mark may be. There is also a ‘‘brand’’ placed upon 
the head of the bale, which is a sort of a trade mark for the 
shipper. Sometimes the buyer requires that the shipper 
put the brand of the buyer upon the bales instead of his 
own. When the cotton is branded, the lading will read 
“one hundred (100) bales cotton, weighing 50,610 pounds, 
marked BIRD, branded HUB”’ or whatever the brand may 
be. The idea is that while there may be several marks of 
BIRD in transit at once and so the bales may get mixed 
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at some transfer point, it is impossible to have another 
100 BIRD with the brand HUB on the head, because that, 
is the shipper’s own private mark. Some firms have an 
elaborate system of ‘‘drop”’ letters or figures, placed just 
below the mark, so that they can tell simply by looking 
at the bale, what grade and staple the shipment is supposed 
to be. These marks are also added in the bill of lading, 
as for example ‘‘BIRD with a drop S.”’ 

Actual Compressing.—It is quite a sight to see a press 
at work in the rush season, when every minute counts, and 
the cotton is going through better than a bale a minute. 
A gang of negroes out in the sheds is ‘‘breaking’’ the cotton 
out, and as fast as the bales are thrown in the gangway 
between the rows, a set of truckers picks them up, and 
rushes them to the press itself. Here another set of shout- 
ing negroes seizes the bales, ‘‘busts’’ the bands open with 
a band breaker, throws them into the press, adjusts the 
sample patch, replaces bagging too badly torn, shoves the 
bands through under the bale, and away goes the press. 
All cotton compresses work up, instead of down, and there 
is a little puff of steam, each time the plunger goes up 
with a bale. When it comes down again, the bands are tied, 
the bales dumped on another truck, stopping for an instant ~ 
to be marked and branded by the negroes holding the sten- 
cils, and rushed off to the cars. A white checker stands 
by, counting off the bales, and making certain that, after 
a hundred BIRD have been marked up, that the stencil 
is changed to DUPE, or whatever the next mark may be. 
With a good gang, it takes much less time to perform these 
various operations than it does to write about them, and the 
shouts and laughter of the negroes, the rattle of the trucks, 
the puff of the press, and the snorting of the switch engines, 
all form a combination of orderly disorder, both fascinating 
and inspiring, provided you do not have to check the bales 
as they slip past you. 
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Loading.—The negro with the truck will start down 
the inclined platform on the run, then placing the handles 
of his truck on the ground, slide down the boards, and 
right into the car door, jumping up and pushing his bale 
off with one movement. There is another checker to see 
how many bales are put in each car. The railroads re- 
quire that at least 75 bales be loaded into a standard 36-foot 
box ear, while with automobile and furniture cars, 100 to 
150 bales are loaded, depending upon the capacity of the 
car, as stenciled upon the outside. The regulations require 
six bands to the bale on domestic cotton, unless the bale 
be unusually large, but all ‘‘export cotton’’ must have at 
least eight bands to the bale. You can tell the destination 
of cotton in a freight house, simply by counting the bands. 

High Density Cotton.—There has long been a de- 
sire on the part of the carriers to get a bale more compactly 
compressed, both because such a bale takes up less room, 
and because the tighter the package, the less the damage 
from hooks. During the War the scarcity of freight room 
enabled the steamship people to insist upon a greater com- 
pression. They wanted a bale compressed 34 pounds to the 
hundredweight, instead of the usual 2214. Presses were 
built at the ports, and some of the larger interior points, 
to turn out this ‘‘high density’’ cotton. Such bales com- 
manded a premium because they were available immedi- 
ately for shipment, whenever freight room could be se- 
cured. After the War the steamship people made a prefer- 
ential rate for such cotton, so that high density bales still 
command a small premium. 

Round Bales; Gin Compress.—There has always been 
much complaint of the American cotton bale, and the torn, 
ragged, dirty appearing bales which can be seen trailing 
through the streets of northern cities en route from one 
steamer to another, or from the carrier to the mill, lend 
color to the assertion that the package is most wasteful. 
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Many remedies have been suggested, two of which we need 
to consider. The first was the so-called ‘‘round bale,’”’ a 
package made by tightly rolling the cotton around a eylin- 
der. These bales are still made, but the round bale did not 
meet with favor. The package was tight, but it was very 
difficult to get a satisfactory sample. The merchants did 
not like to handle such bales because, being round, they 
would not pack as well in cars and sheds, and, finally, the 
company was unable to overcome the silent opposition ex- 
ercised by the capital already invested in the old style 
compress. A recent idea is ‘‘compressing at the gin,’’ the 
bale being compressed for shipment at the time it is ginned. 
The sample objection holds against this system, unless the 
cotton can at once be shipped. It is difficult to sample a 
compressed bale without removing a band, and when that 
is done, the cotton flies out at that point, the band is never 
properly replaced, and the package is worse than ever. 
The marketing side of the ‘‘gin compress’’ we will take up 
in a later chapter. 

The truth is that the package, torn and ragged as it 
appears, is not so wasteful as would seem. The bale leaves 
the compress in the South in good condition, when jute 
bagging is used, and the damage comes later from handling 
in transit. There is waste, no doubt, but the question re- 
mains whether this waste is greater than the expense of 
a different package. The Egyptian bale is the example 
usually cited, but labor is cheaper in Egypt, and long staple 
cotton is much more valuable. Thoroughly to cover the 
American bale with several wrappings of bagging, as is 
done with the Egyptian, would cost money. It is quite 
possible it would cost more than the apparent waste. This 
is quite aside from the proper handling of cotton in transit, 
for the unnecessary exposure of American cotton to weather 
is an economic waste which begins with the farmer and ends 
with the mill. 


CHAPTER Ix 
UNMERCHANTABLE COTTON 


Definition of Unmerchantable Cotton.—The term 
needs careful definition, for the politicians have so used 
the phrase in connection with their agitation against the 
grades below middling, that they have obscured the real 
meaning. In a strict sense of the words no cotton is un- 
merchantable, because ali cotton can be sold for some pur- 
pose. The trade intend to indicate cotton out of the ordi- 
nary run of the bales when they use the term ‘‘ unmerchant- 
able.’’ As a contradiction of the words ‘‘unmerchantable 
cotton,’’ the trade will often refer to the ordinary run of 
the bales as ‘‘straight cotton.’’ There are various forms 
of unmerchantable cotton to be considered. 

Mixed Packs.—These are bales containing more than 
one grade or staple. We have seen that the ginner may 
produce a ‘‘mix’’ by not stopping long enough between 
bales thoroughly to clean out the seed. Another cause is 
plain ignorance on the part of some negro farmer who in- 
sists he must have his own bale, irrespective of the fact . 
that he has not enough cotton of one grade to make a bale, 
and that, if he has his load ginned into one bale, it will 
inevitably be a mixture of higher cotton from a first pick- 
ing and low cotton from the recent picking. A conscien- 
tious ginner will do his best to get such farmers to combine 
their grades so mixed packs will not appear, but, some- 
times he cannot persuade them not to gin all their own 
cotton together, and sometimes the ginner simply does not 
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in the seed house before going to the gin. Mixed packs are 
almost always discovered at the first moment they are han- 
died and the loss then falls immediately upon the farmer. 
As the bale is classed upon the low side, irrespective of the 
proportion of good cotton in the bale, the penalty for the 
farmer’s carelessness may prove severe. In the case of 
mixed staple, the loss may be even greater, because if the 
mix is bad enough, the bale will have to be separated and 
repacked. When mixed pack bales are discovered, a sam- 
ple of both sides is taken, and the cotton is tied together 
with a string, and thus sent up to the classroom, so that 
the classer is instantly aware that he has a mixed packed 
bale with which to deal. 

Sand Packs and Dust Packs.—We have already men- 
tioned water packs and country damaged bales which are 
simply reconditioned and are then straight cotton again. 
Dust and sand packs are bales which contain so large an 
amount of sand and dust mixed with the cotton that they 
are dangerous to put into mill machinery. Not only will 
the sand and dust do damage to the machinery, but there 
is also danger of a spark being struck, which will cause a 
bad fire. Sand and dust packs come in falls with some 
days or weeks of high winds or severe storms, when the 
cotton is open in the bolls, so that either sand or dust is 
blown into the cotton, depending upon the character of 
the soil. These bales have to be taken down, the sand 
and the dust removed and the bales rebuilt again before 
they are merchantable. 

Inferiors.—Cotton below the grade of Good Ordinary 
is regarded as ‘‘inferior’’ and is usually sold to the mat- 
tress people for stuffing or to waste concerns, which clean 
it for various purposes. 

City Crop.—This is rebaled samples swept up from 
the floors of classrooms and from the warehouses, where 
the bales are sampled. This is sometimes called ‘“‘loose 
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cotton,’’ and is carefully preserved and sewed up in great 
burlap ‘‘snakes,’’ and sold to waste dealers. As some of 
this cotton may be high grade and good staple, there are 
firms in the large Southern markets which make a business 
of going over this loose cotton, picking out approximately 
the same grade and staple, rebaling it and selling the cot- 
ton as ‘‘repacks.’’ 

Gathered Cotton; Snaps; Bollies; Machined Cotton.— 
In Oklahoma and Texas, when labor is short, the 
cotton is ‘‘gathered,’’ that is, the plants are simply cut 
down and brought in, open bolls, unopened bolls, and all. 
In the seed house, the open cotton is pulled out and ginned 
in the usual manner, while the unopened and half opened 
bolls are sent on to the gins, where special machinery is 
installed to break open the bolls and gin out the cotton. In 
the early days the result was the most fearful looking mess, 
known as ‘‘bollies’’ or sometimes as ‘‘snaps’’ and sold for 
afew cents a pound. The process of cleaning has been so 
much improved that, to-day, it is possible to get good re- 
sults, so much so, that at times it is very difficult to tell 
this ‘‘machined’’ cotton from that picked and ginned in 
the usual manner. The regular picked cotton of low grade 
is sometimes put through the machines to be raised in grade 
by cleaning. Machined cotton is not ‘‘regular,’’ for the 
reason that care is not taken to keep the half open bolls 
with immature cotton separate from the matured bolls, 
so that the staple gets mixed, breaks off in the mill ma- 
chinery, and thereby causes loss. The most objectionable 
bales are easy to detect, for the cotton has a sort of half 
spun appearance, and breaks off in the fingers, when the 
staple is pulled. The trouble lies with the bales just ‘‘on 
the line,’’ with the bulk of the cotton satisfactory, so that 
they get by and are later found in the process of manu- 
facture. There is a rule in the future contract, and in 
the law for that matter, prohibiting the delivery of ma- 
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chined cotton.’’ It is probable that the improvement in 
the cleaning machinery will bring more care in the selec- 
tion of the bolls to go through the machines, so that the 
weaker staple will be put into bales by itself. It has been 
proposed that all machined bales be marked at the gin, 
but the objection has always been raised that it was unfair 
so to penalize the farmer who put his regular low grades 
through the cleaning machines. 

Fraudulent Cotton—Almost any sort of irregular 
eotton can be produced by fraud. Mixed pack bales with 
a layer of good cotton on the outside are known as 
““plated.’’ It is possible the ginner may accidentally plate 
a bale by too rapid ginning, so that the seed of high grade 
cotton is left in and ginned out ahead of a low grade bale, 
making a plate, or layer, on the outside of the bale. This 
is sometimes done fraudulently, with the plate all around 
the bale, so that it can be sold for high grade, or long 
staple cotton, when the interior is actually inferior in both 
grade and staple. Such plated bales are usually detected 
by boring into the head or end with an auger bit. It is 
also frequently the case that attempts are made to add 
weight to the bales in a fraudulent manner. Water packs 
are sometimes made deliberately at the gin, by adding 
water up in the head of the bale, where it is less likely to 
be detected. Bales are sometimes ‘‘skidded’’ over running 
water all night to pick up additional moisture, and other 
similar tricks are attempted. A vigilant and efficient ‘‘re- 
weigher’’ will catch most of these bales, and when he does, 
the dockage is usually greater than the water that has been 
added. There are also many stories of foreign substances 
being hidden in the bale to add to the weight. One of the 
most pleasing of these tales is that of the anvil hidden in 
the bale by the farmer. This was found at the mill in 
Manchester, shipped back to the merchant with a loss in 
weight claim, returned by him to the country merchant who 
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sent it back to the farmer hidden in a barrel of flour. As 
a matter of fact, these stories are all most unlikely to be 
true, owing to the probability of detection at the compress. 
I recall once seeing a bale being pressed when blood began 
running out. There was much excitement because of an- 
other old tale about the murder of a small negro whose 
body was found in a bale at the press. In our case, it 
turned out to be nothing more exciting than a chicken, 
which had been smothered in the gin-box. 

Fire Cotton—There is nothing as dangerous as a 
fire in a cotton warehouse, or in a line of cotton. The fire 
will run along the outside of the bales very quickly, and 
will then slowly eat its way into the center of each bale. 
You will apparently have the fire entirely out, and start 
moving the cotton, when several bales will suddenly burst 
into flames, due to the smouldering fire in the center being 
exposed to a draught of air and suddenly flaring up again. 
There is only one certain way of knowing a cotton fire is 
out, and that is to strip the bales, break them open, and 
spread the cotton all out in the sun. Then you know 
there is no concealed fire remaining. Owing to this dan- 
ger, the insurance companies will not permit ‘‘fire cotton”’ 
to be stored in or near straight cotton, and furthermore 
will refuse to consider slightly scorched bales as regular, 
until they have been stripped and picked over. 

Still another danger arises from fire cotton, and that is, 
bales thoroughly soaked with water and confined in a nar- 
row space will get so ‘‘hot’’ that finally spontaneous com- 
bustion takes place. Many a fire at sea has been due to 
stowing wet cotton tightly in the hold, battening down the 
hatches, and leaving the cotton to ‘‘heat.’’ Cotton seed 
will do the same thing and ‘‘hot seed’’ is a favorite com- 
plaint of the oil mills in wet years. Consequently, the 
insurance companies will not permit cotton from a fire, 
wet but not burned, or cotton which has been under water, 
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as in a wreck, to be stored with straight cotton, or handled 
with it, until the water-soaked bales are picked open and 
dried out. When shipping fire cotton or wet cotton of this 
character by sea, the bales have to go as ‘‘deck cargo.”’ 
We used to handle a lot of this sort of cotton for export 
to a drying and cleaning firm in Great Britain, and the 
stuff always went deck cargo. It was amazing how much 
water those shipwrecked bales would pick up. We once 
had some cotton from a wreck in Hell Gate, New York City, 
which had been under water some weeks, and that cotton 
weighed over a thousand pounds to the bale in some cases. 


CHAPTER X 
OTHER COTTON CROPS 


General Remarks.—It is often taken for granted that 
the South has a monopoly of the world’s cotton production 
and that she need not worry in the least as to any compe- 
tition. This is far from the fact, as a glance at the sub- 
joined table will show. Until the American yield came to 
be so seriously reduced by the weevil, there was no danger 
to the South from this foreign competition. A single 
year of small production, or a pair of years as in 1909 and 
1910, might for the moment bring about a temporary mar- 
ket influence from the other crops, but, speaking gener- 
ally, the price of cotton, so far as the supply went, was 
determined for a hundred years by the American crop. In 
the past three years, or since the weevil has spread over the 
entire South, a question has arisen in the minds of the 
trade as to whether this price control will continue. For- 
eign competition is slowly but surely becoming a factor 
of importance in the markets. It will-be a serious mat- 
ter if the American crop is no longer the dominant factor 
in cotton production, serious not alone for the South, but 
for the United States, since cotton is our principal export 
commodity. Before we offer any observation on the situa- 
tion, a study of the other crops will be necessary, that we 
may have a proper knowledge of the world production. 

This table is taken from the Annual Summary published 
by the Financial and Commercial Chronicle of New York, 
figures made up to July 31, 1922. 
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Wortp’s ComMMERCIAL Crops or Corron1 


Countries 1921-22 | 1920-21 | 1919-20 1918-19 1917-18 


-— | | | | ess 


Unit’d States) 11,494,720] 11,218,918] 11,814,453] 11,410,192] 11,547,650 
East Indies 2) 4,500,000] 3,650,000} 4,274,400) 3,865,000} 3,550,000 
Hgypt ..... 1,200,000 800,000} 1,072,519 906,767; 1,188,010 
Brazil, ete.3.| 2,000,000) 1,350,000) 1,050,000 680,000 500,000 


Total ....| 19,194,720} 17,018,918] 18,211,372] 16,861,959] 16,785,660 
a a ae ea ee 


iThese are “commercial crops.’”’ It will be remarked that the American 
figures vary much from the actual yield shown in the ginners’ reports. 

? Includes India’s exports to Europe, America and Japan and mill consump- 
tion in India, increased or decreased by excess or loss of stock at Bombay. 

* Receipts into Europe, etc., from Brazil, Smyrna, Peru, West Indies, etc., 
and Japan and China cotton used in Japanese and Chinese mills. 


Egypt.—This crop is of particular importance because 
of the amount of extra staple cotton grown in the valley 
of the Nile. All Egyptian cotton is not long staple, but 
a large enough percentage is, so that Egyptian cotton al- 
most dominates the extra staple market. There is in Liver- 
pool a market in Egyptians for future delivery, as we shall 
have occasion to note in a later chapter. Not only is 
Egyptian a competitor in Liverpool of American Sea 
Island, Delta and Californa-Arizona, but despite a pro- 
tective tariff, Egyptian cotton comes into the American 
markets as well. We will take the 1919-1920 figures as 
representing the last very active cotton season, when the 
mills were all employed at profitable prices. In the year 
ending July 1920, 485,003 bales of Egyptian cotton were 
imported into the United States, the figures being reduced 
to 500 pound bales. In 1919-1920 the total Egyptian crop 
was 5,571,632 kantars, a kantar being 99.049 pounds. The 
Egyptian crop in 1921-1922 is estimated by the Govern- 
ment to be the smallest in thirty years. This reduction 
was due in part to the fact that a large carry over, as in the 
United States, forced a reduction in the acreage, and in 
part to the ravages of the pink bollworm. It will be noted 
from the table, that, as was also the case in this country, 
the improvement in trade from the panic of 1920, and the 
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shortage of the yield, caused the commercial crop to appear 
large on account of the movement out of the country of 
the old stocks carried over. ‘The pink bollworm has been 
so destructive in Egypt, that some authorities express 
doubt as to a material recovery in the crop. At any rate, 
the presence of this pest militates against an increase in the 
production, and we need not consider Egypt as offering 
any additional competition for the South. 

India.—This is the largest of the foreign cotton crops, 
the yield in 1919 being 5,796,000 bales (400 pounds each) 
and that of 1920, 3,556,000 bales. The figures are more or 
less unsatisfactory owing to the difficulty of obtaining 
accurate figures on the amount of cotton used in home 
manufacture. The cotton varies a good deal, as is natural 
in so large a country, but the staple is all short, the largest 
not being over an inch. Some cotton is raised under 
irrigation, but, for the most part, the yield is largely 
determined by the ‘‘monsoon,’’ which brings the needed 
moisture. If that be not sufficient, or if it be unduly de- 
layed, the Indian crop is curtailed. Cultivation is rude 
and primitive, and the yield per acre is small, only about 
85 pounds to the acre. Roller gins are extensively used. 

Indian cotton has always been a competitor of short 
staple American, especially in those years when the Ameri- 
can crop is small and the price high. The Manchester and 
German spinners prior to 1914 would piece out their 
American supply by mixing with Indian cotton, at which 
they were quite adept. In this manner the consumption 
of American at high prices was reduced, and on several 
occasions this proved sufficient to stop a bull market in 
American cotton, due to the short crop. During the War 
the supply of ocean tonnage was so small that the competi- 
tion of Indian cotton in European markets was not suffi- 
cient to stop the advance in American, and the extent of 
this competition came to be forgotten by many in the trade. 
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In Japan, however, Indian cotton continued to compete 
strongly with American, as may be seen from the figures. 
In 1913, Japan took 1,068,000 bales of Indian eotton and 
459,000 bales of American; in 1918, the figures were 
774,000 and 669,000 bales respectively ; in 1919, the imports 
were 953,000 Indian and 830,000 American; while in 1920, 
Japan took 1,119,000 bales from India and 873,000 bales 
from the United States. 

A remarkable result of the high prices in 1919 and 1920 
was the importation of Indian cotton into the United 
States. Despite the short staple there was brought into 
this country in the year ending July 1920, 6,333,586 pounds 
of Indian cotton, or about 12,600 bales of 500 pounds 
each. The total amount is insignificant, but the fact that 
Indian cotton came here at all is an illuminating illustra- 
tion of the competition brought about by the strain of very 
high prices. 

Russia.—During the years prior to 1914, che Russian 
crop gradually increased until the 1914 crop was 22,000,000 
poods, a pood being 36 pounds. The cotton is white and 
of good staple, but there are a good many cream colored 
bales, as well as tinges and stains. About 75 per cent of 
the Russian crop is raised in Turkestan, in Asiatic Russia, 
and poor transportation facilities for moving the cotton 
to market have held the crop down. The balance of the 
Russian crop comes from Bokhara, Khiva, Caucasus, and 
parts of Persia. Conditions in Russia appear so chaotic at 
the moment, that predictions as to the future of this crop 
are impossible. 

China.—The size of the Chinese cotton crop has always 
been a puzzle, owing to the lack of reliable statistics. The 
Ministry of Commerce and Agriculture of the Republic of 
China recently issued a report that the 1919 cotton crop 
was 1,573,977,109 catties. A cattie is about 1 1-3 pounds, 
so that this is equal to over 4,000,000 bales of 500 pounds 
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each. Another bureau of the Republic of China has stated 
the consumption of cotton in Chinese cotton mills at 467,886 
bales for the first six months of 1921 and 532,257 for the 
second six months. Of this amount only 92,774 bales were 
American, while 728,328 were Chinese cotton, the remainder 
being Indian and some Egyptian. A good deal of Chinese 
cotton has always gone to Japan, and the balance is con- 
sumed in home manufacture on the farm. Chinese cotton is 
white but harsh in character and the staple is short, not ex- 
ceeding an inch. Here again we have an illustration of 
competition brought about by high prices. During the 
American Civil War cotton was brought to the New Eng- 
land mills from China. During the high prices of 1919 and 
1920 the same thing has occurred, for, in the year ending 
July 1920, 57,000 bales of Chinese cotton were brought 
into the United States. Imports for the year ending July 
1921 were 14,723 bales. The short staple of the Chinese 
cotton is a drawback, but it is obviously possible to raise 
cotton in China, and it is also possible that the spur of high 
prices might bring about efforts to improve the staple. 
The Chinese crop has always been so much an unknown 
factor, that the possibilities must not be overlooked, if the 
South is to continue with the weevil. 

Brazil According to the report of the General Secre- 
tary of the International Federation of Cotton Spinners, 
quoted in the Textile World, October 1921, the area suitable 
for cotton in Brazil is larger than in the United States. 
In the state of Sao Paulo American cotton does very well. 
The Brazilian crop of 1919 was 536,000 bales (500 pound 
bales). A part of the crop is ‘‘tree cotton,’’ the staple of 
which is superior and has been known to be as long as an 
inch and a half. 

Peru.—This cotton is in part long staple and the result 
of the increased demand and higher prices during recent 


1 These figures are from the Financial and Commercial Chronicle. 
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years has been an increase in the Peruvian crop and in the 
exports. The crop of Peru was 165,000 bales in 1919 and 
150,000 bales in 1920. During 1919-1920 there were 63,425 
bales of Peruvian cotton imported into the United States; 
and in 1920-1921 the imports were 22,597 bales (500 
pound bales in each instance). 

West Indies.—These islands have always produced cot- 
ton. Indeed, it is said by some that cotton was first 
brought to the Carolinas from Barbadoes. All the West 
Indies have suffered severely from boll weevil, which has 
prevented the production from amounting to a great deal. 
When the price of staple cotton began to mount, the culti- 
vation of long fiber cotton was taken up in earnest in Hayti 
and with fair success. There were imported into the United 
States in the year ending July, 1919, 3,882,944 pounds of 
Haytian cotton, or about 7,600 bales of 500 pounds each.? 

Mexico.—This country has always raised cotton but the 
boll weevil severely reduced the yield as long ago as the 
Civil War, and in more recent years the pink bollworm 
has been destructive. A commission from the state of 
Texas visited the Laguna region around Torreon in 1920 
and reported to the Governor that they found the damage 
by pink bollworm to be between 38 and 40 per cent of the 
crop. The damage to the grade was also considerable, and 
the amount of infected seed was large, although no per- 
centage figures were given. The appearance of pink boll- 
worm in Central Texas has been traced back to Mexico. 
The imports of Mexican cotton were 65,343 in 1919-1920 
and 88,155 bales (500 pounds) in 1920-1921. Mexico can- 
not be considered as an active competitor until the insect 
damage is reduced. 

Miscellaneous.—Cotton has been produced in Central 
America, and in the years of recent high prices Nicaragua 
exported some thousands of bales to Barcelona, Spain. It 


2 United States Department of Commerce. 
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is said that Venezuela offers prospects for a good yield. 
There is a small amount of cotton produced in the Argen- 
tine, and experiments were being made with a view to ex- 
pansion some few years ago. During the year 1920 Spain 
raised some 13,000 bales and efforts were being made to 
increase the production for use in the Spanish mills. Cot- 
ton was again produced in the South Pacific Islands for 
the first time since the American Civil War, New Hebrides 
and New Caledonia producing some 4,000 bales (500 
pounds each) in 1920. There is talk of raising cotton un- 
der irrigation in Mesopotamia. 

British Dominions.—Cotton has long been produced in 
British South Africa but never in the expected volume. 
Queensland, Australia, has recently taken up cotton pro- 
duction, and, it is said, with excellent results. The acre- 
age in 1921 is said to have been 14,000 acres, as compared 
with 1,500 the year before. The most significant fact in 
recent times has been the proposal to place an import duty 
on all cotton not raised in the British Dominions. The bill 
to put such a duty of sixpence a bale on imports into Great 
Britain has been introduced into Parliament by the Gov- 
ernment and is expected soon to be passed. A grant of 
£1,000,000 is to be made by the Government to the Empire 
Cotton Growing Corporation. 

Supply and Demand.—The world cannot long continue 
with the present supply of cotton. Either the South must 
increase its yield, or the world will be compelled to find 
cotton somewhere else. We have seen that it is possible to 
grow cotton in many other countries, and while it is true 
that the superior natural advantages of the South have 
never permitted the foreign crops to become of large size, 
still they exist and are capable of expansion. The situation 
in 1919 and 1920 was becoming acute. Prices for American 
cotton reached forty cents a pound for short staple, and the 
production in foreign fields was visibly stimulated. A 
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world-wide commercial crisis in 1920 reduced the consump. 
tion of cotton very rapidly during a season when the Amer- 
ican crop turned out larger than for several years. The 
result of this combination of larger yield and commercial 
stagnation was a period of very low prices, a slow move- 
ment of cotton to market in all countries, a reduction of 
acreage quite generally in 1921, and a smaller production. 
So far, the orders of events presents no novelty, for we 
have seen the same sequence many times in the past. In- 
deed, this is a normal method of balancing production, con- 
sumption and prices. As a matter of fact, the result of 
this evening up of demand and supply may be seen in the 
last five commercial crops of American cotton, which are 
all around eleven million bales: year ending July, 1922, 
11,496,431 bales ; 1920-1921, 11,175,409 ; 1919-1920, 12,252.- 
337; 1918-1919, 11,394,392, and 1917-1918, 11,864,500 
bales.* 

When we turn to the Census Bureau figures for the total 
ginning of the seasons, we find a very different situation. 
The final Ginners’ Report for each year gives the produc- 
tion (500-pound bales, linters excluded) at: 1921-1922, 
7,953,641; 1920-1921, 13,439,603; 1919, 11,420,763; 1918- 
1919, 12,040,532 bales.* It will be seen that the combina- 
tion of acreage reduction, poor fertilizer, indifferent culti- 
vation, and weevil, together with a poor growing season, 
reduced the 1921-1922 crop more than 50 per cent as com- 
pared with 1920-1921. The significance of these figures is 
much increased when we find the Department of Agricul- 
ture in September, 1922, stating that in the crop of 1921- 
1922 the damage from weevil is estimated at 6,277,000 bales 
of cotton, and that the percentage of damage was 34 per 
cent. As. the estimated percentage of weevil damage in 
1920 was 20 per cent, it will be seen that the weevil uncon- 


8 New York Cotton Exchange figures. 
4 Chronicle figures. 
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trolled is a factor of grave concern to the South. We have 
seen that it is possible to control weevil, and we may rea- 
sonably expect that the South will make every effort to use 
the discovery of the Government agents and fight weevil 
strenuously. The danger of proclaiming that the weevil 
has brought very high prices and is, in reality, a ‘‘blessing 
in disguise,’’ is so obvious that we need not dwell upon 
the subject. 

Consumption.—We need also to look at the demand side 
of the problem. Here again there is some confusion in the 
figures, for the reason that there is a difference between 
the ‘‘takings’’ of the spinners and the actual amount con- 
sumed. It will suffice for our purpose to look at the ‘‘tak- 
ings’’ of American cotton by the world for each season. 
These are as follows: 1921-1922, 12,889,045 bales; 1920- 
1921, 10,322,547 bales; 1919-1920, 12,567,364 bales; 1918- 
1919, 10,223,921 bales; 1917-1918, 11,741,987 bales.> Mean- 
time the total world’s consumption, from the Financial 
Chronicle, all kinds of cotton, was as follows: 1921-1922, 
19,572,976; 1920-1921, 15,808,830; 1919-1920, 17,777,662; 
1918-1919, 15,689,107; and 1917-1918, 17,099,678. These 
figures can be compared with the world’s production as 
given by the same authority.® 

It will be seen that the production of American cotton 
has steadily fallen as compared with the ‘‘takings’’ given 
above, until, in 1921-1922, the production was far under 
the takings. The gap was bridged for the year by the large 
supply of American cotton accumulated through the de- 
pression of the year before. The Census Bureau estimates 
that the stocks of American cotton on hand in the United 
States at the opening of the season, August 1, 1922, were 
2,828,186 bales, as against 6,534,360 bales in 1921. With 
these figures as a basis, the Chronicle estimates the carry 


5 New York Cotton Exchange figures. 
6 See page 117. 
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over of American cotton in the world on August 1, 1922, 
at 5,573,406 bales, as against 10,021,799 in 1921, and 7,062,- 
041 bales in 1920. In other words, the reserve supply of 
American cotton has been reduced approximately 50 per 
cent in the past year. Now, crop predictions in early Sep- 
tember are always misleading, but the Department has just 
estimated the current American production (season of 
1922-1923) at less than 11,000,000 bales. In other words, 
with any substantial increase in the takings of American 
cotton, the present crop does not appear at all likely to 
add to the reserve, but, on the contrary, it is probable the 
stocks will be still further reduced. That is to say, we are 
coming to the time when the production of American cot- 
ton must increase, if the world is not to go elsewhere for 
its supply of cotton. 

Consumption Not Normal.—This serious situation is 
further complicated by the fact that in the past few years 
we have not had what might be considered a ‘‘normal’’ 
consumption of cotton. The results of the War are still in 
evidence, and while the various countries of Europe are 
slowly returning to their former takings of American cot- 
ton, it cannot be said that they have reached the normal. 
Russia can be eliminated except for that part of old Russia 
now included in Czechoslovakia, where consumption is in- 
ereasing but where all spindles are not yet engaged; the 
German consumption is fair, but the exchange complication 
is a hindrance; the same may be said of Austria; while, in 
conclusion, it must be admitted that the whole world has 
slowed down in the past eighteen months (1920-1922) be- 
cause of the commercial situation. It is a fortunate thing 
for the United States that the weevil crisis has come to a 
head at a time when world conditions have conspired to 
hold the price of cotton down. Otherwise, we might have 
had such a stimulation of foreign cotton production as to 
threaten the South permanently with serious competition, 


126. COTTON AND THE COTTON MARKET 


no matter what the result of attempts at weevil control. 

Summary; Future Competition.—The South has been 
apt to look upon all talk of foreign competition as far- 
fetched, and to believe it to be a sort of propaganda against 
high prices. We must admit that a survey of the rapid 
growth of foreign competition in the high prices of 1919 
and 1920 furnishes a strong argument against the benefit 
the South was supposed to derive from such prices for cot- 
ton. At the same time, a survey of foreign competition is 
no argument to the end that the South should raise cotton 
at a loss, or at a very small profit, in order to retain her 
monopoly. If the result of the present situation is that 
unfortunate conclusion, then the South has already lost her 
cash crop, and had best look around for a substitute. It 
may be remarked in this respect that the substitution will 
prove much more difficult than some of our enthusiasts 
believe. The South was designed by nature to raise cotton 
easily and profitably, and it is somewhat difficult to sug- 
gest offhand another crop to take the place of cotton. The 
loss of cotton as a cash crop would be a vital blow to the 
South, and would likewise be a most serious matter for the 
United States as a whole, since cotton is one of our princi- 
pal exports. 

We cannot look forward to a return of normal cotton 
consumption in the world with anything but apprehension, 
unless there is an immediate increase in the American pro- 
duction. A return of anything like the pre-war consump- 
tion means a return to the very high prices of 1919 and 
1920, and that spells an immediate increase in the foreign 
crops. It is not necessary to enter into arguments as to 
this country or that, or to attempt to prove which foreign 
crop will be the one to increase. The world is not going to 
do without cotton, and it is going to secure that cotton at 
a price which will enable clothing to be made on a basis 
with other commodities. The importance of weevil control 
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can readily be seen, since it is thus that the southern pro- 
duction can again be restored. 

We must not take too gloomy a view of the prospect, be- 
cause the Government has found a method to control the 
weevil, and the use of that method is certain to become 
widespread. What we must expect is that the South will 
do her utmost to combat the insect pests now threatening 
her prosperity, and that the nation will in turn assist the 
South whenever needed. For example, we might suggest 
that, if the quarantine against the pink bollworm in Texas 
has to be maintained for any length of time, it is unfair 
for the state of Texas alone to be called upon to shoulder 
the burden and expense. An appropriation may be asked 
of Congress, with reason, to assist in the cost of the quaran- 
tine, should it be found necessary. We might also suggest 
that the Federal Government may be asked to assist in the 
production of calcium arsenate in quantity sufficient to 
furnish poison for the whole belt. It is a national asset to 
have the control of the cotton production and price remain 
with the United States, and assistance on the part of the 
Government can certainly be asked with as much right as 
the Lancashire spinner has when he asks an appropriation 
from the British Parliament to secure a more plentiful sup- 
ply of his raw material at a lower price. 

It has been too long the custom to tell the small farmer 
that only the price need concern him, that the higher the 
price the better off he is, whatever the size of his crop. It 
is eredibly reported that under the influence of this mis- 
taken theory monuments have been erected to the weevil 
in Alabama. Certainly no one expects the farmer to pro- 
duce cotton at a loss, but unless he be educated to the very 
real risks of high prices he may lose his price control be- 
fore he is aware of his danger. Fortunately, there are 
signs that the solid men of the South, the thinking men of 
the community, are awake to the situation. They need to 
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bestir themselves, to embark upon a campaign of education, 
to spread the knowledge of weevil control widely over the 
belt. The Government experiments have found the method, 
recent tests have shown the possibility of a small spraying 
machine of moderate cost, and it remains to educate the 
farmer. Also it is necessary to agitate for a large supply 
of calcium arsenate. We cannot expect too great results 
suddenly. It is only within three years the spraying 
method has been at all perfected, and two of those three 
years the southern farmer was prostrate in the throes of 
a commercial crisis for which he was not to blame. 

In the future, however, we can certainly look forward to 
real efforts towards solving the weevil problem. The 
southerners of sixty years ago, confronted with a desperate 
situation, brought about a recovery in prosperity almost 
unparalleled in the world’s history. We can surely rely 
upon their descendants to conquer the weevil. Fortunately, 
there is yet time. The foreign competition is growing; it 
is a very real danger; but the South has not yet lost control 
of her cash crop, and a united effort along reasonable lines 
will surely enable her to ride over this crisis, as she did over 
the more serious situation in the sixties and seventies. 


CHAPTER XI 
THE FARMER 


Size of Farms.—In the days before the American Civil 
War there grew up the tradition that cotton plantations 
were of enormous size, with a large plantation house in 
which the owner lived in a sort of medieval splendor, sur- 
rounded by his slaves and dependents. It may be ques- 
tioned whether in those days the picture were accurate, 
but it is certainly not accurate to-day. There are large 
plantations scattered through the belt which might approxi- 
mate the old idea, but, speaking generally, the cotton crop 
is grown on small farms. The table will best illustrate this 
fact, and is taken from the Census Bureau 1920 figures. 
All farms are included, the figures not being for cotton 
farms alone. 


Average Acreage per Farm 


hon Number All Land Improved 
of Farms Acres Lands, Acres 
Worth) Carolina... .2.5....- 269,763 74.2 30.4 
South Carolina.......... 192,693 64.7 32.2 
OT UD aides a5) Ae oa. do.s ies 310,732 81.9 42.0 
PAMIAUMIEUINITY 5 eo gee alin, 6 4 cee 256,099 76.4 38.6 
MISHSISBIP PI cients > cls» ioPs = as 272,101 67.1 34.3 
PONE SSEE tics oo niece leis nv c0)'= 252,774 dee 44.3 
Jig CEC Ee aE ee 232,604 75.5 39.7 
KAR MOMIE ofi clea one!s) 2 )eie si 191,987 166.6 96.3 
DE ab ie aie at ie, sos ¥oxe, oad ichs 436,033 260.5 74.3 
MOTI BIRT See ee eee ee 135,463 74.0 41.5 


Small Independent Farmers.—The small farmer owns 
his own place, does his own financing, and sells his own 


cotton. The larger percentage of such farmers is white, 
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but there are many colored independent farmers through- 
out the South. These men may have to borrow money with 
which to raise a crop—in fact, they usually do borrow 
money every year—but they do it themselves, either with 
the bank or with other agencies ; they do not borrow through 
the intermediary of some larger farmer. These smaller 
farmers become owners of more land than they can actually 
cultivate themselves, and then they hire help. They may 
even have one or two tenant farmers, of the class mentioned 
below. 

Larger Farmers.—By slow gradations we come to the 
farmer who owns a large amount of land, hires a good many 
‘‘hands,’’ and has a good many tenant farmers. The top 
of the ladder is occupied by the very large plantations, with 
their own gins, their own store, and many tenants. Some 
of the largest of these are now owned and operated by cor- 
porations. All the larger plantations have their own gins 
on which they not only gin their own cotton, but on which 
they also do custom ginning for their smaller neighbors. 
The large farmers have their own capital, and they also 
finance themselves through the country banks, the banks 
in the large nearby city, factors, and supply merchants. 
These planters also finance their tenant farmers. 

Tenant Farmers.—These are of two classes, ‘‘erop- 
pers’’ and ‘‘renters.’’ The croppers do not actually rent 
their land but are assigned so many acres on which they 
are to make a crop. The owner “‘finds’’ them in the spring, 
and they are obligated to give him their cotton up to a 
point where these bills are paid and where the sum agreed 
upon for the use of the land is also paid. These croppers 
are almost exclusively negroes, and their margin is narrow, 
so that it is of the utmost importance they should either 
raise a good crop, or, in case of a failure, should receive 
such a high price that they are compensated. Otherwise, 
they are in trouble with the owner, cannot ‘‘pay out’’ in 


THE FARMER 133 


the fall, and have to be carried over the winter. Of course, 
this represents a loss to the owner, and sometimes this loss 
is further increased by the fact that the negro, becoming 
discouraged early in the fall, sees no prospect of coming 
out even, does not pick his cotton, but wanders off elsewhere 
in search of employment. Then the owner either has to 
hire labor to pick the abandoned crop or lose the money he 
has invested in it. The weevil, when first in a neighbor- 
hood, causes much of this sort of abandonment by dis- 
heartened negroes who see no hope of a crop, and fear the 
next season will be as unfavorable. 

The ‘‘renters’’ differ from the cropper only in the fact 
that they have a lease of the land, and are not necessarily 
obligated to the owner further than to pay the rent. There 
are white tenants who simply pay the rent on the farm and 
are not otherwise concerned about the owner. There are 
negro tenants who pay their rent in cotton, are ‘‘found’’ 
by the owner, and differ from the cropper simply in having 
a more definite attachment to the place. Renters also are 
in trouble if they do not have either a good crop or a high- 
priced one. The white tenant farmers usually have means 
to secure credit over an emergency such as 1914 or 1920, 
but the negro is simply ‘‘carried’’ by the owner. 

Relations with Negro Labor.—It is difficult for the 
person not in the South to understand the relations be- 
tween the negro laborer, whether hired hand, cropper, or 
renter, and the owner. The negro expects ‘‘his white folks 
will take care of him,’’ and the phrase may mean anything. 
The owner does the planning and the thinking, the negro 
does the actual manual labor, and he confidently expects 
. the white man to see that he comes out all right. The sys- 
tem works fairly well, although there are seasons when it 
is difficult for any one to get along. A year like 1914, or 
1920, makes an almost impossible position for both owner 
and tenant. Both those crops were pitched in the spring 
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in expectation of a good price in the fall, no matter what 
the yield. The owner had provided his finances on that 
basis, and the tenant farmer had been supplied in the 
spring in expectation of a good price. In 1914, on account 
of the World War, prices declined from 13 cents in July to 
6 cents in November. The large yield which would have 
compensated for any ordinary decline was worse than use- 
less, because for several months it was impossible to move 
the cotton out of the South. In 1920 prices went down 
from 35 cents in the early summer to 15 cents in the fall 
as a result of the commercial panic. Under such circum- 
stances the tenant cannot possibly. pay out, the owner must 
have his own paper renewed, and much financial stringency 
results. The following spring the negro tenant is held 
down very closely in the matter of supplies, and lives on a 
little ‘‘hog and hominy’’ and his own garden truck for the 
summer. It is this sharp variation in the scale of financing 
the crop which makes the so-called ‘‘cost of production’’ so 
misleading. Figures correct for one year may be entirely 
misleading the next. 

Labor Shortage.—The 1914 crisis, the spread of weevil 
through the belt, and the revival of industry on a large 
scale, all combined to lessen the supply of negro labor in 
the South during the war years. A large immigration 
north took place, and the cost of raising the crop was raised 
as a result of the higher wages thus made necessary. A 
certain proportion of that labor has made its way back to 
the South, since the closing down of the war industries left 
many negroes unemployed to face a northern winter. It 
is true, however, that a large amount of labor appears to 
have been permanently lost to the South, so that a per-. 
manent advance in the cost of the crop is likely for this 
reason.* 


1A fresh emigration from the Atlantic to the north is reported 
in the fall of 1922 due to the weevil damage the past summer, 


THE FARMER 135 


It is fair to remark that in the past sixty years the negro 
has made remarkable strides despite many natural disad- 
vantages. The number of small, independent negro farmers 
has increased, and there are negro planters of the larger 
type with their own ‘‘renters’’ and ‘‘croppers.’’ If you 
ean get the average country bank to give you the number 
and average amount of their negro deposits, you will real- 
ize that the southern negro has done very well on the whole. 
It is also fair to remark that his white competitor is ad- 
vancing. The cotton mills have made white labor valuable, 
and they have also raised the standard of living. The 
small southern farmer expects more from life than he did 
twenty odd years ago, and it is a good thing for the coun- 
try that he does. It must be remembered, however, that to 
obtain that higher standard he will require, and secure, a 
larger margin of profit for his cotton than in the past. 

Financing the Crop—Factors.—At the close of the Civil 
War in 1865, the South found itself bankrupt, with many 
sears of war, and with an utterly ignorant, shiftless negro 
population on its hands. The only visible asset was cotton, 
and to raise the first crop of cotton, cash was essential. 
The southern farmers came to New York to the merchants 

with whom they had done business before the War. The 
farmer had but one security to offer, and that was his 
anticipated cotton crop. He gave the merchant a lien on 
that, and thus secured the cash and supplies needed to put 
the crop in the ground. These were the first cotton ‘‘fac- 
tors,’’ as we know them. There had been factors in London 
in colonial days who handled the tobacco crop for Virginia, 
and there had been cotton factors at some of the Southern 
ports prior to the Civil War, but these were not exactly 
the same type as the modern factor. The southern farmer, 
when he gave the merchant, or factor, a lien upon his crop 
for the payment of the advances he had received from that 
factor, also obligated himself to ship the factor his crop 
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for sale. A commission was charged for selling, a profit 
was made on the storage, on the insurance, and on the goods 
sold the farmer. The factorage business in those days was 
a profitable occupation. 

As the South began to accumulate capital, the factorage 
business slowly drifted away from New York, Cincinnati 
and St. Louis back to the southern markets, both the ports 
and the interior. For years the factors of Norfolk, Savan- 
nah, New Orleans, Galveston, Houston, Memphis, and Au- 
gusta, to say nothing of scores of smaller cities, provided 
the cotton farmer with all his supplies, secured him all his 
money, and handled all his cotton. The factorage system 
was expensive, and the concentrating of so large a per- 
centage of the crop in a score of markets gave unsatisfac- 
tory returns to the original grower. As the South gained 
in prosperity and financial ability, the factor declined in 
importance, and, to-day, it is a question whether he will 
not disappear altogether. 

Modern Factors—The modern factor still advances 
money to his customers, takes a lien on his crop, and has 
the cotton tagged in the country and shipped in to him for 
sale at the larger market in which he is located. The factor 
claims that he can secure money in greater volume than can 
the individual farmer, that he can secure cheaper storage 
and better storage, that he can thus obtain lower insurance 
rates, and finally that the larger market offers a better op- 
portunity for the farmer to secure a higher price, both be- 
cause the demand is centralized and because the factor by 
careful grading and stapling can secure a higher value for 
the cotton. There is merit in all these arguments, but the 
tendency is unmistakably away from the larger markets 
and back to the country. It is more and more customary 
for merchants to have their own buyers, or their own 
agencies, in the smaller towns, picking up the cotton direct 
from the farmer. 
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The factor borrows money from the banks in the larger 
cities on his customers’ paper, and factors’ notes are al- 
ways present in large volume in the New York market every 
spring. Factor’s paper is not itself available for rediscount 
at the Federal Reserve Banks, because it is regarded as 
“finance paper.’’ On the other hand, the Federal Reserve 
Bank will discount drafts of cotton producers drawn on a 
factor when discounted by the drawers.’ 

When the farmer does sell his cotton through a factor, 
the bales are tagged in the country, shipped into the large 
market, and there sampled and inspected by the factor’s 
“‘shed man.’’ He reports the weight, and he also reports 
any damage or irregularities in the cotton. The samples 
are then taken up into the factor’s cotton room, classed out 
as to grade and staple, and offered for sale as the owner 
may direct. The price may be left to the factor’s discre- 
tion, or he may be instructed what price he is to obtain. 
In any event, the factor’s remuneration consists of the 
commission he receives for selling the cotton, which com- 
mission is usually figured on the price obtained. The fac- 
tor never buys cotton for his own account, unless forced to 
do so by the inability of the customer to pay out advances. 
In selling, the factor will always try to make the ‘‘good 
end’’ of a customer’s cotton sell the lower end. That is to 
say, he will start off by asking a round price for the lot, 
and will refuse to allow the buyer the privilege of selection. 
This method of selling is modified when the exigencies of 
the market make it impossible for the factor to stick to the 
usual rule. 

The tendency of the factor to change the character of his 
business has become more marked as the years progress. 
Many factorage firms have started a shipping department, 
which, when successful, usually absorbs the old business. 


2 See “Rulings,” F. R. B. Bulletin, November, 1919, p. 1054; same, 
February, 1920, p. 162; same, November, 1920, pp. 1177 and 1176. 
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The firm begins to look around among its country custom- 
ers for cotton it can use on orders rather than for cotton 
to sell on commission, with the result that before long it 
has become a firm of merchants instead of factors. An- 
other development has been the increase in what is known 
as the ‘‘free-on-board’’ or ‘‘f.o.b.’’ business. A merchant 
in Memphis will go to a factor’s sale room, or to the sale 
room of one of those firms, part merchant and part factor, 
of which we have spoken, and will find a lot of samples on 
the table. He will ascertain that the cotton is at Xville, 
Arkansas, and is for sale free-on-board the cars at that 
point. He buys the cotton, sends out to Xville, weighs it, 
inspects it, marks it for shipment, has it compressed either. 
there or at the nearest ‘‘concentrating point,’’ and the cot- 
ton moves to the mill, without ever actually coming into 
the Memphis market. Of course, this f.o.b. business tends 
to further disrupt the ordinary factorage business, because, 
in these days of long distance telephones, any merchant can 
make arrangements to take cotton offered to him over the 
phone from the country, and either ship it out, or resell it 
on the Memphis market f.o.b. 

Country Merchants.——As the factor is declining, so the 
country merchant is coming into increasing prominence. 
Everyone knows the average country store, and many are 
the jests passed on the variegated stock of merchandise car- 
ried in such an establishment. The country store in the 
South has still an additional department, for they all han- 
dle more or less cotton. The merchant will give his farmer 
customer credit in the spring for supplies, take his ‘‘erop 
note’’ or lien on part of his anticipated cotton, and expect 
to be reimbursed in the fall. The farmer brings his cotton 
in to the country merchant who sells it in much the same 
manner as the factor. The difference between them lies in 
the fact that the country merchant frequently takes the cot- 
ton ‘‘to account,’’ whereas the factor seldom if ever does 
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so. The country merchant and the farmer frequently come 
to an understanding as to the price of the cotton, and the 
value of the bale is then credited the farmer’s account, and 
the cotton becomes the property of the country merchant. 
He usually tries to sell it off his sample table to one of the 
local shippers, but the fact that he owns the cotton himself 
tends to put the country merchant in one way and another 
into the cotton merchant’s business. We shall hear more 
of this when we come to the first actual steps in mar- 
keting. 

Supply Merchants—tTheoretically these are the whole- 
sale grocers in the larger cities who supply the country 
store with their stock of goods. They are really the smaller, 
and sometimes the larger, ‘‘jobbers’’ in the grocery trade. 
The larger firms do not handle cotton at all, unless they are 
forced to take cotton from some country merchant who can- 
not otherwise liquidate his account. They will often take 
crop lien notes, however, indorsed by the country merchant, 
as security on overdue accounts. The smaller supply mer- 
chants in the smaller cities may combine both a general 
store and a jobber’s business. In that case, their retail de- 
partment works much as does the usual country store and 
handles cotton for customers. The terms supply merchant 
and country merchant are often used as synonymous words 
in loose conversation about the markets and market con- 
ditions. 

The Country Banks—The financial institution, with 
which the country merchant and the farmer have to deal, is 
the small bank in the country town. In any section, where 
there is a ‘‘cash crop’’ to be moved every year, the smallest 
place will have a bank. This is written in the Adirondacks, 
in a village of between 700 and 1,000 people, and we are 
eight miles from the nearest bank, with a somewhat larger 
village eight miles beyond us, also without a bank. Such 
a situation in the South is unthinkable. A village of this 
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size would surely have one bank, and, if the cotton handled 
in the place happened to be in fair volume, there might be 
two banks. These country banks have a modest capital and 
surplus, and their deposits are limited, but they do furnish 
a valuable assistance in providing capital to move the crop 
from first hands. The country bank also provides a link 
between the farmer and small merchant and the larger 
financial centers. These banks all have correspondents in 
the large cities, not alone in the South, but in the North as 
well. Through these channels filters down one way the 
financial opinions of the large cities and large banks, and 
up the other way, the views of the interior upon the state 
of trade and the conditions of the crops. It is difficult to 
estimate offhand which set of opinions carries the greatest 
weight, but together they represent no small influence. 

To the country bank come all classes of farmers and mer- 
chants, from the small renter to the large planter, and from 
the small country merchant to the interior shipper, engaged 
in moving the cotton to the mills either at home or abroad. 
The small farmer and the smaller country merchant will do 
all their business with the country bank. The larger men, 
of course, do business elsewhere also, since the resources of 
the interior bank will not suffice for their needs. The crop 
notes, originally discounted by the country bank, will be © 
found in the loan portfolios of the larger institutions of 
the cities, as the money to make and move the crop is sent 
out through the usual banking channels. 

The country banker has great influence in the farming 
communities, for it is to him the farmer goes in the spring 
for funds and for advice. Even if the farmer is being 
financed by the country merchant, the result is the same, 
for the latter is doing business with the bank. It may be 
surmised that the country banks can exercise much infiu- 
ence upon the acreage in the spring and upon the market- 


THE FARMER 141 


ing in the fall. It is the refusal of the country bank to ad- 
vance additional funds with unpaid paper still on their 
books which has much to do with the curtailment of acre- 
age in a year of stress, such as the spring of 1921. The in- 
fluence of the country bank upon the acreage is usually for 
the benefit of the community. They will advance to the 
extent of their ability for supplies and fertilizer in years 
when they believe a large crop will prove profitable, and 
they will refuse to do so in the years when the situation 
seems to them to warrant a curtailment. 

Similarly in the fall they can exercise considerable influ- 
ence upon the marketing of the crop. Here their judgment 
is more at fault than is the case in the spring. They are 
naturally anxious for their customers to secure as high a 
price as possible, and, in years of market excitement, they 
are sometimes carried away by the prevailing belief in ex- 
traordinary prices. At such times, they encourage holding 
after the market is at a level, where sales would be more 
sensible. The reverse is also true. Being often farmers 
themselves, and often having farmers and country mer- 
chants upon their directorates, the average country bank 
feels the discouragement of low or falling prices very 
sharply. They are as apt to get alarmed at the bottom as 
they are to get over optimistic on the crest of the wave. Yet, 
we must take care to make such criticism general, for. the 
country banks did well in the 1914 panic and again in 1920, 
although in the latter year they had very large unliquidated 
loans on their books. On the whole the War record of the 
southern banker will compare well with that of his con- 
temporaries elsewhere. At least he was not so guilty in 
respect to financing wild speculative ventures in 1919 and 
1920. 

Farm Mortgages.—These can be dismissed by us very 
briefly. Unless it be to provide weevil fighting machinery, 
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or in the case of some other very real emergency, it is bad 
practice to finance a crop by a mortgage upon the land 
itself. Purchase money mortgages are a subject which we 
need hardly consider. The banks in the small towns have 
done pretty well in holding down inflated farm values. 


CHAPTER XII 
PRODUCERS’ ASSOCIATIONS 


General Remarks.—It is common for all men engaged 
in the same line of work to associate themselves for mutual 
benefit, and we find such associations in every occupation 
from the labor unions to the bankers’ and lawyers’ organi- 
zations, The farmer is no exception to the rule, and his 
different associations have recently received much publicity. 
It is necessary, therefore, that we spend a short time in a 
study of the cotton producers’ associations. The object of 
these organizations is twofold, first to facilitate the im- 
provement of agricultural methods and results by the ex- 
change of experience and the spread of new discoveries, 
and, second, to benefit the farmer by obtaining for him a 
larger return for his work. Both of these objects are laud- 
able, and both are for the benefit of the community at large 
as well as the benefit of the farmer. The production of 
large staple crops is to the great advantage of the country, 
because thus will be provided an ample supply of food and 
dothing. Likewise, the export of a surplus of these crops 
will assist the general financial situation of the country. 
On the other hand, it is of value to have the farmer well 
paid for his labor, because only thus can he be for long in- 
duced to raise large crops, and because his buying power 
is of great assistance in bringing about a demand for all 
manufactured articles which will enable the industrial pop- 
ulation to be fully employed at good wages. Farmers’ as- 
soviations then are not open to criticism in their inception 
nor can their aims thus broadly stated be thought unjusti- 
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It is unpleasant to appear to object to the methods of 
these associations, but those methods have at times been 
sadly misdirected and have caused the farmer himself much 
unnecessary trouble. One of the primary difficulties is that 
the associations tend to devote their energies to one single 
point, namely, the matter of the apparent price of the prod- 
uct raised. A small crop with very high prices will often 
appear more desirable than a larger crop at lower prices, 
so the associations tend to work for that object, although 
the best interest of the farmer lies in the other direction. 
The true advantage of the producer lies in the largest 
actual return rather than in the absolute prices quoted per 
pound. It is on this score that valid criticism of the South- 
ern associations may be offered. 

Two Kinds of Associations.—There have been two dis- 
tinct kinds of producers’ associations in the cotton trade, 
one, the old-style organization, and the other, the new co- 
operative associations. They need to be regarded sepa- 
rately, because they are very different both in organization 
and methods, although both aim at the same advantage to 
the farmer, namely, a larger return. The old-style asso- 
ciations again may be divided into two classes, the more 
local organizations, which were the original so-called 
‘farmers’ unions,’’ and the general organization, holding 
an annual convention, with ‘‘national’’ officers, and gen- 
eral reports and proclamations. 

Local Organizations —These were the farmers’ unions 
at first, and still are thus named in many sections. There 
has recently grown up, however, a new system of local or- 
ganization by counties, the so-called ‘‘farm bureaus.’’ 
These associations devote most of their energy to assisting 
the farmer in problems of agriculture, in placing before 
him, with the assistance of the Department of Agriculture, 
the latest information in regard to cultivation. They also 
foster the interchange of ideas and experiences among their 
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members, and issue reports and bulletins as to the results 
of new methods applied in the local county. Their work is 
of great benefit, and it is to these local ‘‘agents’’ and county 
organizations that the trade looks with hope in the matter 
of weevil control. The actual experience of a neighbor 
means much more to the average farmer than any amount 
of general information disseminated, however carefully, by 
the Department. 

General Organizations——These have also accomplished 
much for the cotton planter along the same lines. Con- 
certed action by the local and general producers’ associa- 
tions resulted in the adoption of the Government Standards 
of grade, and the use of them generally throughout the 
South. This was of real service to the farmer, since he had 
now an opportunity to study the value of his cotton and to 
obtain more closely its actual value at the time of sale. 
These organizations have also tried to improve the ware- 
house facilities in the South, in order that a farmer might 
store his cotton safely and with a minimum insurance cost. 
It is true that they have not yet eliminated the old-fashioned 
wooden sheds, nor have they managed to solve the storage 
problem satisfactorily. They have not had the time nor 
the capital to alter the situation over the entire South. 
They have, however, accomplished a great deal of good, and 
the improvement in warehouse facilities is marked in re- 
cent years. They have so far neglected the important 
question of storage upon the farm. We have referred else- 
where to the loss incurred by the farmer by utter careless- 
ness in handling his own cotton at home. This is largely a 
matter of education, and the local organizations have a 
great opportunity here. The farmer who ‘‘holds’’ his cot- 
ton for a higher price by dumping the bales in the front 
yard without adequate protection obtains no advantage 
from a rise in price. On the contrary, it will often happen 
that when he is correct in his market views and the price 
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does advance, he sells his bale for a net sum smaller than 
he could have obtained at first, simply because of the loss 
in weight due to the country damage. The economic loss 
involved in careless handling of cotton amounts to a large 
sum in any given year. 

Disadvantages.—So far we have found that the produc- 
ers’ organizations have accomplished only good. They 
have also an evil side, in which the larger associations are 
most to blame. This evil arises from the fact already men- 
tioned, namely, that they look at the quoted price alone, and 
pay no attention to the actual return the farmer may ex- 
peet. This point of view in many cases defeats its own 
object. The large associations are always of the opinion 
that the crop will turn out badly, and are always issuing 
public statements to that effect. The very natural result 
is that such statements cease to be of real value in the 
markets. You cannot continue to issue crop estimates 
which persistently fall short of the yield, and have those 
estimates long retain any influence. This habit of under- 
stating the crop outlook is a foolish mistake. Reports from 
producers’ associations carefully collected, and found to be 
as accurate as such estimates can be expected to be found, 
would exercise great influence upon the going price of cot- 
ton. As it is now, their estimates deceive no one except 
some of their own members, and all the influence which the 
opinions of the planter expressed thus in an official manner 
might wield is lost because of the past experience with 
such estimates. The same remark might be made in regard 
to the estimates of consumption and the predictions as to 
trade made by the spinners’ associations, but here the evil 
is not so serious, because the mill owners themselves, being 
men of capital, can afford to be misled, if they so desire. 
The average farmer can not afford to so deceive himself, 
and frequently he is fined pretty severely for his credulity 


Se 


it 
" «i 


PRODUCERS’ ASSOCIATIONS 147 


when the actual size of the crop causes a subsequent decline 
in prices. 

Low Grades.—Another result of the obsession that the 
quoted price alone is the object the farmer must attain has 
been the campaign against cotton below the grade of mid- 
dling. The steady widening of the differences we have al- 
ready noted in a preceding chapter, and the whole subject 
will be treated at length in a subsequent chapter upon the 
relation between future contracts and spot cotton.t The 
farmer has lost money by this scaling down of his low 
grades. He is bound to have them to some extent every 
season because he cannot get all his cotton picked out be- 
fore frost. In the bad years like 1906, 1913, 1919 well over 
half his crop will be low in grade—that is to say, will be 
below the grade of middling. On the law of supply and 
demand, the supply of these lower grades will widen their 
discount in such a season, but, as cotton is indestructible, 
there is no reason why an oversupply should be allowed to 
widen the discount so much, and there is certainly no valid 
reason why the farmer should be forced to sell at the lower 
price. The merchant finds a profit every time in purchas- 
ing the low cotton and.carrying it until the spinner is will- 
ing to pay a price more nearly commensurate with its actual 
spinning value. Yet, we find that the producers’ associa- 
tions have devoted themselves entirely to the matter of the 
quoted price of middling, and have entirely neglected the 
lower grades of cotton. The result has been a loss to the 
farmer of a magnitude not realized even within the cotton 
trade.2, There must be a change in the attitude of the 
farmer towards his own cotton. The additional cost of 
raising cotton under weevil conditions will necessitate a 
study of the economic value of all his product, whether or 
no such a change in attitude be immediately popular. 


1 See Chapters XXIX and XXX. 
2 See Chapter XXX. 


148 COTTON AND THE COTTON MARKET 


Price Proclamations.—Another persistent mistake made 
by the general associations of producers is the continual 
announcement of what price the farmer will accept. Here 
we touch upon a very delicate subject. The farmer is cer- 
tainly entitled to all the profit he can make out of his own 
product, and, so long as that profit is not so great that the 
consumption of cotton is curtailed, it is to the advantage of 
the community he should receive a handsome return for his 
labor. So far as he is concerned, it is also to his advantage 
to receive a large profit, unless by so doing he has advanced 
the price to a level where foreign competition will even- 
tually force him through a term of years to accept a much 
lower level of prices. This last danger is becoming more 
serious every year of small American crops and high 
prices. 

Generally speaking, the open market may be relied upon 
to take care of all these matters. The price may not always 
be satisfactory to the farmer; but, then, the price is not 
always satisfactory to the consumer. The give and take 
between them in the market will average out a rough sort 
of justice in the long run. There come years, however, such 
as 1914 and 1920, when the farmer must receive all the 
encouragement he can to sustain his market, and not allow 
himself to be forced out of his product at a ruinous loss. 
Here the producers’ associations do excellent work by ad- 
vising and encouraging their members. Their influence 
should be very helpful in these seasons of distress, and 
would be even greater if they did not advise the same con- 
duct every year, entirely irrespective of price. They should 
reserve their ammunition for the years when it is needed 
and not waste it every single fall by advising a price above 
that of the going market. Sometimes this advice is very 
serious for the farmer, as witness the season of 1921. 


It will be replied to this criticism that it is unfair to ad-_ 


vise the farmer only to hold his cotton in years when he 
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must do so in order to survive at all. That is beside the 
point. If the farmer believes the market will be higher, he 
has the undoubted right to withhold his product in hope 
of obtaining that larger return. It has happened in the 
past, and will happen in the future, that he has profited by 
so doing. But he cannot hope to do this every year utterly 
irrespective of crop or trade conditions, and it is foolish 
for his associations to waste their energies and lower their 
influence by always advising him to wait for a price still 
higher than the going market. 

New Style of Producers’ Associations.—We have now 
a new attempt to give the farmer a better return for his 
cotton, and that is ‘‘codperative marketing.’’ The illustra- 
tion always brought up to prove the success inherent in any 
such undertaking is that of the Fruit Growers’ Associations 
of California. The illustration is quite misleading, because 
the problem is by no means the same. The citrus fruits are 
perishable articles, and must be sold at once, unless some 
means of artificial preservation is provided. Cotton is not 
perishable, and can be stored under proper conditions in- 
definitely. The fruit growers of California felt that it was 
imperative they have some way of combating the danger of 
their product spoiling before they had a market. Shipping 
fruit to the commission merchants in the large cities, and 
having the choice of accepting whatever price the tem- 
porary condition of the market gave them, or losing their 
fruit through decay, was not a fair marketing proposition. 
They combined their forces so that they might coopera- 
tively preserve their product, and thus obtain a fair mar- 
ket price. The attempt was successful and has been held 
up ever since as a proof that codperative marketing must 
be successful per se. 

Cooperative Cotton Marketing.—The problem in cot- 
ton is entirely different. The article is not perishable, and 
the grower needs no artificial means of holding it off a 
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glutted market. It is said that he does need the assistance 
of a codperative association in order to market his product 
slowly instead of putting it all on the market in the early 
fall. The fact is that in the past ten years the marketing 
of the crop has tended more and more to spread through 
the season. We no longer find the merchants closing their 
books in April and May, and their offices in June, not to 
reappear until September. The cotton business now con- 
tinues through the entire year, and it would seem that the 
tendency is steadily in that direction. There are various 
reasons for this change. In the first place, the farmer is 
less dependent upon outside financing than ever before. 
He owes less money on his crop, and is therefore under no 
obligation to sell. In the second place, the country bank is 
less inclined to push him in the early fall. In the third 
place, the difficulties of transportation in the World War 
prevented the normal movement of cotton, and changed the 
methods of marketing. The stocks of cotton are more 
nearly divided now between the southern markets and the 
consuming markets. The whole tendency of the trade is in 
the direction of the professed object of these codperative 
associations. , 

Comparison of the Associations and the Present Meth- 
ods.—When all is said and done, the whole question of the 
ultimate success of these selling organizations lies in the 
matter of cost. Will the cost to the farmer be less when 
he undertakes through an association to sell his cotton than 
when he allows his cotton to pass through the usual chan- 
nels of trade? It is recognized to be impossible for the 
spinner to deal directly with the farmer individually. The 
spinner requires cotton as nearly as possible uniform in 
both grade and staple. Some one must collect the different 
styles of cotton, select them from the mass of the bales as 
they come from the gin, and offer the even running lots to 
the spinner. The machinery, erected by the trade for this 


PRODUCERS’ ASSOCIATIONS 151 


purpose in the past fifty years of actual experience, is a 
complicated piece of mechanism, which we are now engaged 
in studying. The process sounds very simple, but the 
actual work of classing out the cotton, of offering just the 
correct variety to each individual spinner, and of carrying 
the balance until it can later be sold to still other manu- 
facturers, is a business requiring both skill and experience. 
There are many merchants engaged in the trade, and, as 
we shall see in later chapters, each firm does a somewhat 
different character of work. Now all these people are com- 
pensated for their services, theoretically in accordance with 
the importance of their work to the community, practically, 
in accordance both with the need of the community for 
their services, and with their individual ability to perform 
the service. The cotton trade has always been conducted 
in an open market, and under conditions of sharp com- 
petition, so that the actual cost of moving the cotton from 
the farmer to the mill has been minimized. Transportation 
charges, interest rates, storage, insurance, loss in weight— 
in short, what we may call ‘‘fixed charges’’—absorb most 
of this cost. The profits of the merchants engaged in the 
business have never been excessive. Messrs. Anderson, 
Clayton and Co., a firm well known in the South, and 
throughout the cotton world, stated in 1911, that: ‘‘Under 
the present system of marketing we believe no one familiar 
with the facts would contend the average expense of mar- 
keting from producer to the spinner, so far as expense and 
profits of the middleman are concerned, would exceed an 
average of $1 per bale.’’ Since those lines were written, 
the average expense has undoubtedly doubled, or possibly 
tripled, as has been the case in all things; but, even so, the 
cost of marketing under the present system is not heavy. 
In fact, the whole system of cotton marketing is ingeniously 
contrived to keep down the risk of loss, and thus to lessen 
the cost of the marketing. 
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Task of Cooperative Associations.—If these organiza- 
tions are to succeed they must demonstrate that they can 
do this work cheaper than can the present merchants. They 
have not been in existence long enough to demonstrate 
whether they can do so or not, and it is unfair to take their 
selling figures for the past couple of seasons as a criterion, 
because their organization was not complete. If they can 
do this work for the farmer at a lower figure than it is now 
done by the regular agencies of trade, they will eventually 
succeed. If they cannot, then they will eventually disap- 
pear. Other predictions at this time are of little value. 
We can state the problem, and leave it for time and expe- 
rience to solve. 

Some of the associations recognize the difficulty of their 
undertaking and have announced that they do not intend 
to compete with the merchant in so far as the spinner is 
concerned. They announce that they intend merely to 
assist the farmer to sell gradually through the year, to 
assist him in obtaining a full measure of grade and staple 
value for his cotton through the experts employed by the 
association. It has also been stated that they intend to 
assist the farmer to do his own financing, and to accept his 
crop notes, he to obligate himself to ship the cotton to them 
in the fall. Here is presented a somewhat different prob- 
lem, or, rather, the problem from a somewhat different 
angle. If this be the ultimate object of the codperative 
associations, then they propose to take the place of the 
factor and the country merchant. Once again the eventual 
answer will be, simply, which costs the farmer the less, to 
agree to finance himself through the associations and to sell 
through them, or to deal with the factor and the country 
merchant as heretofore? We cannot predict the answer, 
but we may point out, that, because the factor has been 
found expensive and unnecessary, his place is being taken 
slowly but surely by other agencies. Whether this will 
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now prove true of the country merchant remains to be seen. 

Dangers of the Associations.—So far the associations 
have refrained from any announcement of price require- 
ments. In fact, the Mississippi Staple Association adver- 
tises that one-twelfth of all the cotton intrusted to them 
will be sold every month. Of course, that is simply the 
carrying out of the policy of ‘‘gradual marketing’’ to its 
ultimate conclusion and equally, of course, the farmer will 
receive an average price for his crop. There is a danger 
that competition from California and Egypt may be fur- 
ther stimulated in order that the spinner may secure in 
certain months his requirements when they are above the 
total supposed to be sold in that month by the association, 
but, otherwise, there can be slight objection to the an- 
nounced plan. 

The other associations so far have refrained from mak- 
ing announcements as to their price requirements. It is to 
be hoped they continue to do so, for, if this new codpera- 
tive marketing degenerates into an attempt to fix the price 
of American cotton by controlling a large portion of the 
supply, the danger to the South is manifest to any think- 
ing man. One hesitates to use an ugly word, but the fact 
is, any such attempt would be a “‘corner,’’ and corners 
never succeed commercially. We have seen the growing 
danger of foreign competition, and the injury to the South 
resulting from any present attempt to exact a high price 
for their cotton might prove far-reaching. No such at- 
tempt has yet appeared, and the associations have an- 
nounced that such attempts are furthest from their aims. 
The matter of the price in connection with these codpera- 
tive selling associations will bear watching, since it can 
prove the rock on which they founder. 

Summary.—We may sum up the situation as follows. 
The old-time producers’ associations have done the farmer 
both good and harm. It is probable the good predominates, 


-154 COTTON AND THE COTTON MARKET 


since the more intelligent planters have long since lost in- 
terest in the market campaigns, which have injured their 
influence. On the other hand, their educative work is of — 
great value. The new cooperative associations are on trial, 
and we cannot say as yet whether they will perform an 
economic function, and so, in some measure, alter the usual 
process of marketing the crop. 


CHAPTER XIII 
GINS; WAREHOUSES 


Gins as the First Mechanical Step in Marketing.—We 
have considered the gin in connection with the production 
of cotton as the last step in the growth of the article. But 
the gin also fulfills another function, for it is the first 
mechanical step in the marketing. In this respect, the gin 
bears a close resemblance to the threshing machine, for 
wheat cannot be marketed until the chaff is removed, and 
cotton cannot be marketed until the seed is removed. The 
difference between the gin and the threshing machine is 
that the seed is removed from cotton by machinery in a 
building away from the field, while the chaff is removed 
from the wheat in the field, where the wheat was grown, 
and as a part of the harvesting. 

Ginners and Marketing.—The ginner is not a merchant 
and does not handle the cotton he gins. He does handle the 
seed, as a result of which the gins have often been owned 
and operated by the cotton seed oil mills anxious to control 
their raw material supply. This practice has been pro- 
hibited in some states by legislative enactment, on the 
ground that the price of seed to the farmer was thereby 
lowered. Into that controversy we do not need to enter, 
but the laws have a bearing upon the gin compress, which 
we must now consider. 

Gin Compress.—The package of American cotton has 
always been severely criticized, and there have been vari- 
ous proposals for improving the bales. The latest of these 


is to have the bale compressed at the gin, so that the bale 
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will not have to be rehandled later, but can be shipped 
direct from the gin to the mill. It is thought that this will 
eliminate much of the torn and ragged bagging and pro- 
duce a more satisfactory package. The objection to the 
scheme is the sample question, since under present market 
conditions the bale must be sampled many times. It is 
difficult to sample compressed bales without taking off a 
band, which injures the package very much, because it is 
not easy to replace the band, and, as a matter of fact, it is 
seldom replaced properly. Compressed bales are sampled 
every day in New York, the northern markets, and in 
Liverpool, but in each case the bale is at the end of its 
journey. Any damage resulting from the removal of a 
band cannot amount to much between any of these mar- 
kets and the mill. The case is far different with a com- 
pressed bale in the South, so that the sample matter is a 
serious drawback to the gin compress. 

It is proposed by the new codperative Producers’ Asso- 
ciations that they will sample the bale at the gin, class and 
staple the sample, and certify the quality of the bale there- 
after, so that no fresh samples may be required. The prop- 
osition sounds very well, and, in the case of the shorter 
cotton, it may work, but the mill will surely require sam- 
ples on any long staple bales, and the merchants are not 
likely to take the Association’s grade and staple. This is 
not due to distrust of the class, but to the fact that there 
are so many different values assigned to cotton by different 
mills that the merchant will wish to know exactly what he 
is handling. 

Another objection is the fact that the steamship people 
are sure to require high density compression again as soon 
as the freight room situation permits. Even with a sur- 
plus of freight room they are attempting to secure high 
density compression by offering a premium. It is doubtful 
if the installation of high density presses at the gin is a 


GINS ; WAREHOUSES 157 


practical matter from a financial standpoint. On the other 
hand, if the bale must be compressed again to high density 
after the gin compress, then there is little point in the 
latter. 

Finally, the gin compress faces the strength of invested 
capital. The South has a great deal of money invested in 
the present system of compresses and warehouses, and cap- 
ital is loath to scrap old investments for new. This argu- 
ment will prove of no value, once the gin compress be- 
comes an economic necessity, but it is a factor against the 
immediate adoption of the system. In short, the gin com- 
press is one of those new experiments, which, while pos- 
sessed of obvious merits, have also obvious defects. Time 
is required to decide whether the merits outweigh the de- 
fects, and we cannot now tell how far the gin compress 
will develop. 

Gin Compresses in Gpereeon Brne gin compress is 
actually in operation on one or two large Mississippi planta- 
tions, where the cotton is grown for a syndicate of English 
spinners and does not come upon the market in an ordinary 
sense. The gin compress is also in operation in Oklahoma 
where the gins are operated by a large firm of exporters 
and general cotton merchants. They class their own cotton 
right at the gin, sample and mark the bales up into ship- 
ping marks as they come from the gin, so that no addi- 
tional samples are required. If they do resell the cotton, 
then either the buyer takes their class, or else the bale does 
have to be re-sampled. As a rule, the cotton is shipped 
direct to Europe or domestic mills by the firm owning the 
gin. It might be thought that this eliminated all objections, 
and, so far as we have mentioned the difficulties, this is 
true. On the other hand, new difficulties have appeared. 
There is agitation that the farmer’s price is too much con- 
trolled when the gin is owned by a shipper and when the 
farmer’s cotton is sold as soon as ginned, so that it is easier 
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for him to deal with that shipper than to haul his cotton 
away for a competitive market in the town. This is the 
old complaint about the seed and gins being owned by 
cotton seed oil mills. We need not enter into a discussion 
of the merits of the contention, but it may become a matter 
of common belief. Another disturbing element is the tend- 
ency of the farmer, under such circumstances, to sell his 
cotton ‘‘in the seed.’’ This is bad practice, because it is 
difficult to foretell the grade of lint cotton from seed cot- 
ton, and the buyer protects himself by lowering his price. 

Warehouses in Small Markets.—F rom the gin the bale 
is usually taken to the nearest town for sale, so that all 
towns in the South have their own warehouse. Very often 
they are managed by the country merchant, who, finding 
himself compelled to take customers’ cotton to account, and 
to store and sell other customers’ cotton, builds a ware- 
house for the purpose of conveniently doing the business. 
The old-fashioned country warehouse is a line of brick 
sheds around all four sides of an open square, with a door- 
way on one side of the buildings. Sometimes one side is 
left open. In any event, the shed walls are of brick, with 
brick partition walls between compartments, and the roofs 
are of tin, or corrugated iron, or less often of wood. The 
floors are often lacking, or are of stone or wood. The more 
modern sheds are usually of concrete construction. The 
protection afforded the cotton varies with the standing of 
the firm. Sometimes the old buildings are tight and the 
cotton is protected from damage, sometimes the roofs are 
out of repair, no attention is paid to the mud in the open 
courtyard in turning out cotton, and the damage is severe. 
Insurance rates are high in all old-fashioned sheds, and 
while lower in concrete buildings, tend to a relatively high 
ratio in all these ‘‘country’’ warehouses, because of lax 
fire regulations, and poor fire protection. The cotton stored 
in these warehouses is almost always ‘‘big cotton,’’ since 
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it is after the merchants have bought the bales that they 
go to the press for shipment. 

Warehouse Receipts—tThe receipts or ‘‘tickets’’ issued 
for the bales stored in these small warehouses are usually 
taken by the local bank at face value. They are not as a 
rule accepted outside the home market, unless indorsed by 
some reputable firm of standing, or by the bank. These 
small warehouses have an unenviable reputation both for 
carelessness in handling receipts, and for the lack of finan- 
cial ability to stand behind them. The farmers’ unions 
have devoted much energy to the correction of abuses in 
these small storage plants and have built plants of their 
own from time to time, where proper storage seemed im- 
possible to obtain in any other manner. There is much 
agitation on the subject of forcing the small warehouses so 
to conduct their business that their receipts may be of 
value to the farmer as collateral. 

Warehouse and Compress Plants-——At the more impor- 
tant country towns is usually to be found a warehouse plant 
and compress combined. This plant is located along the 
railroad with convenient switching and car storage tracks. 
The old-fashioned press and warehouse is built on a large 
wooden platform, elevated on piles above the ground to the 
distance of the usual freight platform. The press is under 
cover at one end of the platform convenient to the siding 
for outgoing freight cars. The foundation of the press is 
of stone or brick, or possibly concrete, and the boilers and 
engine room are protected by brick partitions. Outside the 
press proper, and sloping upward, so that bales may be 
more easily trucked down to be compressed, are low wooden 
sheds, under which the cotton is stored, bales on end, “‘tags 
up and out.’’ This cotton is usually ‘‘big,’’ as labor is 
saved by having the compressing and loading done in one 
movement when the bales are shipped. At the end of the 
season, when it is decided to lay up the press for repairs, 


160 COTTON AND THE COTTON MARKET 


or when they wish to run no more that year to save expense, 
they will press up all the cotton and store it ‘‘flat.”’ Ina 
large crop year it will sometimes be necessary to do the 
same thing in order to save room. 

When the shed room is ample for the usual amount of 
cotton handled, the storage protection in these plants is 
good. The fire protection is also better than in the small- 
town warehouse, and, while laxness is common, some at- 
tempt at fire regulations is also made. The insurance rates 
are high in all these compress and warehouse plants, for 
the fire risk is not small when inflammable material is 
stored in wooden sheds, or on open platforms alongside a 
railroad. The shed room is often inadequate for even the 
usual receipts and much cotton is stored in the open on the 
platform, the idea being that the bales will move away so 
rapidly that the outside cotton will not be exposed long 
enough to really damage. This theory is fairly correct ex- 
cept in times of car shortage, export embargoes, or other 
unusual delays, or in times of large local receipts. Then 
many bales are stored on the ground and damage is large. 
The loss from this sort of ‘‘overflow’’ is sometimes con- 
siderable, and another difficulty is that the railroads are 
loath to give ‘‘clean’’ bills of lading, even after the cotton 
has been reconditioned. 

Warehouse Receipts.—The sections of the sheds and the 
open platform are marked off by numbered posts so that 
the cotton can be carefully checked into the ‘‘place book,’’ 
and the receipts issued accordingly. These storage plants 
do have ‘‘overs’’ and ‘‘unders”’ at the end of the season— 
it is remarkable how easy it is to lose a five-hundred-pound 
bale of cotton—but their financial standing is such that 
their receipts are usually accepted. The exceptions to the 
rule occur in the case of those plants which have a reputa- 
tion for extreme carelessness with their papers and whose 
financial standing is doubtful. Carelessness with valuable 
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papers is a besetting sin of the South, and while progress 
is slowly made in the right direction, sufficient laxness re- 
mains. It should be impossible to get a warehouse receipt 
except on proper authority, and yet, in many a compress 
plant gross carelessness rules as to signing receipts until 
some scandal or some severe loss alters the, practice. 
Country Railroad Bills of Lading——The same remarks 
can be made about country bills of lading which are too 
often signed by the agent with the utmost freedom, simply 
on the statement of the press that so many bales have been 
loaded. As an illustration of this sort of heedlessness, an 
incident in my own office may be found amusing. Some 
ten years ago there were presented to us in New York on a 
Single morning, five drafts for 100 bales each, ladings at- 
tached, from a country station in Mississippi. The agent’s 
name was signed in a different handwriting on each bill of 
lading. We had the Assistant General Freight Agent in 
New York investigate and it developed that not one single 
lading had actually been signed by the agent, the only per- 
son authorized by the road to sign, although the cotton had 
really been shipped. One lading had been signed by a 
clerk in the station, one by a clerk of the shipper, one by 
a negro porter, one by a friend of the agent, and one by an 
obliging freight conductor, the agent ‘‘authorizing’’ all 
these signatures over the telephone. Of course it was done 
to accommodate the shipper, and in this instance no harm 
resulted. It may be imagined, however, that bill of lading 
frauds were not uncommon, and finally two gigantic swin- 
dles came to light in the spring of 1910, with double and 
triple ladings out against the same cotton, and losses run- 
ning into the millions of dollars. Since that time the rail- 
roads have been more stringent in their regulations, par- 
ticularly with export cotton. The Liverpool merchants and 
bankers will no longer accept drafts with through ladings 
from the interior unless there is attached a ‘‘validation’’ 
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certificate signed by the agent. Each station is issued a set 
of numbered validation forms, the stubs properly filled out 
must be returned to the General Freight Agent of the road 
after each shipment, and the certificates on hand are 
checked up by the auditor when he checks the tickets. 

Concentration Points.—Most interior compress points 
are known as ‘‘concentration points,’’ that is, stations at 
which cotton may be assembled for compressing and ship- 
ping without the payment of the full amount of local 
freight into the station named. The railroads take the 
compressing charge, add it to the through rate, and then 
guarantee that the result shall not be higher than the rate 
from the originating point in the country, and that the full 
amount of the local rate into the concentration point 
will not be collected. These are known as ‘‘backhaul,’’ or 
‘‘concentration,’’ rates, are regulated by the Interstate 
Commerce Commission, cannot be varied by the roads, and 
are therefore no longer a method of concealed rebates, as 
was too often the case twenty-five years ago. The expense 
bills of cotton moving into the concentration station may be 
used with outgoing ladings on that road, irrespective of 
whether the identical bales are shipped or not. The total 
number of bales must be the same, but the same cotton is 
not required. 

Warehouses in Large Interior Markets; Factors’ 
Sheds.—The old system in the larger markets was for the 
factor to have his own sheds, or warehouses, built along the 
same lines as the small sheds in the country towns. Some 
of the large markets still have the old system. The buyer, 
having selected his cotton from the samples at the factor’s 
office, sent down his ‘‘reweigher’’ to take up the cotton, 
that is to say to weigh it, inspect it, and sample it. After 
the samples had been classed the reweigher went back to 
the shed, marked the cotton up, and had it trucked to the 
press. The insurance rates were high, the storage was none 
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of the best, and, finally, as room was almost entirely lack- 
ing in the quadrangle inside the sheds, the cotton was 
“‘lined up’’ for the buyer’s gang in the street outside the 
sheds. It may be imagined this was a public nuisance, and, 
moreover, as the cotton had of necessity to be lined up in 
the gutters, the chance of damage was not small. I well 
recall a thousand-bale lot of cotton lined out for us in the 
street of a large southern city when I was on ‘‘reweigh- 
ing.’’ It had snowed over night, the cotton had an inch of 
frozen slush on the bales, and altogether the situation was 
not pleasant. Moreover, the cotton and ourselves took up 
all the sidewalk and much of the roadway, and the public, 
walking in the car tracks through the mud, was not sparing 
in comment. 

New Warehouse Plants.—This sort of business was such 
a nuisance, and cost so much money in wet cotton and loss 
in weight claims, that finally large warehouse plants were 
built, with the factors’ sheds under the same management. 
As an example of these new ‘‘model’’ warehouses let us 
look at the Memphis Terminal Plant. The buildings are 
low, built of steel and concrete and brick, in one-story 
sheds, with plenty of firewall protection between units. 
The land is outside the city, which reduces the conflagra- 
tion risk always present when large blocks of cotton are 
stored in proximity to other buildings. The ground is 
sloping, with the factor’s sheds at the top of the hill, the 
merchant’s storage room in the middle, and the presses and 
shipping platforms at the bottom. This makes a gravity 
system of handling the bales possible, by means of an over- 
head trolley, running all through the plant, from top to 
bottom, with branch lines into all compartments. The 
bales are picked up by hooks, swung under a trolley on the 
overhead rail, and pushed down the hill by a mule. The 
saving in labor cost is enormous, for the mule will push a 
row of fifty or sixty bales down the line at a time. The 
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bales can be switched for storage into the buyers’ sections, 
or can be sent direct to the press for shipment. The Mem- 
phis plant has a high density press, so that cotton can be 
sent direct to Europe without additional compressing at 
the port, and still carry the high density differential. 

Fire Regulations—Every precaution is taken against 
fire, the no-smoking rule being enforced so strictly that 
matches may not be taken within the gates of the plant. 
There is a private fire department and private apparatus 
to control any fire before the City Department arrives. 
Every warehouse plant sooner or later has a fire, but no 
serious blaze has ever occurred in the Memphis plant owing 
to the excellent facilities for checking a fire at the outset. 
Insurance rates are low as compared to the smaller ware- 
houses. 

Warehouses in Other Cities——It must not be supposed 
that this is the only modern compress and storage plant in 
the South, because a number of such warehouses have been 
built in recent years. The tendency is distinctly towards 
modern facilities for storing cotton. A partial list of the 
new plants may be given as follows: Atlanta, whose plant 
was used by the Government during the War and up to a 
recent date; Houston, Galveston, and New Orleans. The 
New Orleans warehouse is two storied on the Mississippi 
River, so that exports can be made direct from the press. 
The storage is excellent and there is an ingenious device 
installed for ‘‘breaking’’ cotton out of a tier without mov- 
ing all the bales. 

Northern Warehouses.—New York has a number of 
warehouses with moderate insurance rates, but the port 
badly needs a central cotton warehouse with better storage 
facilities. There are storage plants in many of the New 
England mill centers. As a rule the storage plants in the 
Kast are antiquated and unsatisfactory. Liverpool has 
large warehouse facilities. As Great Britain is an import- 
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ing country, the cotton is concentrated at one port, which 
happens to be Liverpool, as that is close to the Lancashire 
mills. There are storage plants at the other European 
ports, such as Havre, Bremen, Hamburg, Barcelona and 
Genoa. 


CHAPTER XIV 
THEORY OF MARKETING 


Theory of Marketing.—In theory the marketing of all 
staple commodities passes through certain well-recognized 
phases. The theory may be described as a progress from 
the grower to the small dealer or retailer, then to the large 
dealer or wholesaler, thence to the manufacturer, back 
through another set of wholesalers to the retailers, and so 
to the consumer. In our case it is perfectly possible for the 
original grower of the cotton and the ultimate consumer of 
the cotton goods to be one and the same person. In fact, 
you can see the cotton farmer, or his wife, on any Saturday 
afternoon in the season buying household cotton goods, and 
paying for them with the check he has just received for a 
bale of cotton. 

The process of marketing cotton can be summarized 
thus : 


1. The farmer raises his cotton. 

2. He takes it to town and sells it to a small dealer. 

3. The cotton is resold by this small dealer to a larger firm located 
at the large interior markets or at the ports. 

4. The cotton then passes either direct from these wholesalers to 
the mill in Europe or at home, or goes to another whole- 
saler at the mill centers. There used to be an intermediate 
stage here, when the cotton stopped at the port before 
being shipped out, but that has gone by. 

5. (a) The cotton is bought by the mill as a rule through its 

own immediate broker. 
(b) The cotton is made up into goods. 
(c) The mill sells the goods either direct or through a cloth 
broker. 
166 
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6. The goods pass into the hands of the large wholesale jobbers. 
In the ease of goods coming back from Europe the jobber 
may either import direct, or through an import house. 

7. The goods are resold to the interior jobbers. As is the case 
with raw cotton, this phase may be skipped. 

8. The goods are bought by the retailer either direct or through 
the interior jobber. 

9. The retailer sells the goods to the individual consumer. 


Such, in theory, is the progress of cotton from the South 
to the mill and back again in the form of manufactured 
eotton goods. 

Actual Cross Currents in Marketing.—We shall find 
many cross currents, many modifications and many appar- 
ent discrepancies in our survey of the actual marketing. It 
is as well to bear the theory in mind, however, because the 
actual practice comes surprisingly close to the theory In 
fact, we shall better understand the whole matter when 
we reflect that the apparent departures from the schedule 
are really the means of simplifying the business and bring- 
ing it in conformity with the theoretical table given above. 
Take the factor as an example; he is gradually disappear- 
ing, but he is not needed as an original retailer. As a 
matter of fact, he was not a retailer at all, but simply one 
of the means by which the original dealer secured his supply 
of cotton. With his disappearance, the scheme of market- 
ing becomes more simple, and more closely approximates 
the theory outlined. Another thought thus illustrated is 
the fact that changes come about slowly in trade, and are 
then easily arranged, whereas, violent changes by legisla- 
tion or otherwise, cause much needless confusion and loss. 

Time and Not Distance as Factors.—Fifty years ago 
merchants did business in terms of distance and to-day they 
do business in terms of time. This is a thought which it is 
difficult for the uninitiated to grasp at first, but it is the 
factor underlying all modern marketing. The telegraph, 
the cable, the telephone and the wireless have eliminated 
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distance entirely as a market consideration. Cotton is no 
longer worth more money in Liverpool, simply because it 
is in Liverpool next to the Lancashire spinner, and not 
three thousand miles away in the South. At the close of 
the American Civil War, cotton commanded a premium at 
the port, because it was at the side of the ship, and cotton 
commanded still another premium in New York, Boston 
or Liverpool, simply because the bales were closer to the 
mill. Telegraphic communication on land was a novelty, 
telephones did not exist, the one transatlantic cable had 
failed, and as for wireless, that invention had never been 
suspected. The best to be had in the line of communication 
with Europe was the mail steamer, or the fast clipper 
packet. Cotton at the mill door was then the more valu- 
able, because it had passed through the vicissitudes of 
transportation and was immediately available for spinning. 

Relation of Markets.—In those days there was some 
faint and distant connection between the price of cotton 
in Georgia or South Carolina, and the price of cotton in 
Liverpool. The size of the crop would eventually exercise 
influence on prices, simply because the supply would be 
increased, or diminished. But, no one thought it possible 
the price in Liverpool on any given day should have any 
connection with the price at the farm in Georgia on that 
same day. Indeed, without a cable, and with a mail 
service taking from ten days to three weeks to cross the 
ocean, no one would know the Liverpool price until a 
month had elapsed. The situation to-day is far different, 
the price in Liverpool not on any one day, but at any given 
moment of that day, is known at the interior point in 
Georgia within half an hour. We shall devote a later chap- 
ter to a study of the relations between the world’s markets, 
and to that trading between them, which goes on every day 
in the year. For the moment we need to realize their close 
connection only in a general sense. Of course, in figuring 
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the price in each market, you must take into consideration 
the expense of getting cotton to that market. There are 
railroad and steamship freight charges, fire and marine 
insurance, exchange from American to foreign money, 
commissions and labor costs. All these are more or less 
constant factors known to the trade and constantly figured 
in to all calculations. When the cotton merchant talks of 
the ‘‘price in Liverpool,’’ he unconsciously figures all 
charges. Once those charges are added, however, the world 
price of cotton tends always to be the same, no matter in 
what market the quotation is taken. There are fluctuations, 
markets like the ocean are never entirely still, but as the 
price moves in one market, so all others fall into line. 
This is the direct result of the modern means of instantane- 
ous communication. One morning, there is a sharp ad- 
vance in Liverpool. Manchester has had a demand from 
India and a large amount of cotton goods have been sold by 
the Lancashire spinner, for which he wishes to buy the 
cotton. This demand advances the price in Liverpool, 
which advance is instantly known in New York, and has 
an immediate effect upon the American markets. The 
Liverpool and New York quotations are known at Jville 
Georgia within five minutes, and the farmer, riding into 
town on a couple of bales of cotton, is accosted by a neigh- 
bor, with the remark ‘‘Liverpool is away up this morning, 
and New York is strong. You ought to get a better price 
than yesterday. The ‘dope’ says a big demand for goods 
from India.’’ 

Illustration from the War Markets.—In other words, 
the cotton merchant pays no attention to distance at all, he 
trades only in time. The fact that the telegraph wires are 
down, or that the cables are interrupted in Ireland, is of 
more importance than the fact that the demand comes from 
Japan, or from domestic mills. It was in just this sensitive 
nerve that the World War upset the markets. It was 
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difficult and troublesome to get cables through to Europe, 
and the delays were excessive. The wires were overtaxed, 
governmental business held precedence, and the vagaries of 
. the censors were a final handicap. The sign over the cable 
windows ‘‘ All traffic to Great Britain subject to 30 mins. 
delay,’’ or ‘‘All continental business subject to indefinite 
delay,’’ means little to the average man, but to the cotton 
merchant, it meant an entire upsetting of his usual business 
methods. The balance wheel was lacking, and the resulting 
wild fluctuations in both Liverpool and the American mar- 
kets exceeded anything ever known. As an illustration, we 
will recall the famous February 1, 1917, the morning after 
the German Government had announced its unrestricted 
submarine warfare. The South feared the immediate sus- 
pension of exports, and attempted to sell out all at once in 
the New York Market. Prices broke five cents a pound, 
and not an order from Liverpool had been received to 
check the decline. After the market had been open about 
half an hour, Liverpool rushed in with buying orders, and, 
the panic being over, no sellers appeared, and the price 
whirled upward again. Such an occurrence is unthinkable 
in normal times. The market, not affected directly by the 
panic, would turn up as an immediate buyer, long before 
any such decline had transpired. Another result of the 
War was the partial blockade on exports.. It was no longer 
possible to secure freight room at will, and we reverted to 
the time when cotton commanded a premium at the ports. 
A ship, having to sail at once, and being without some 
portion of her War cargo, would accept cotton, provided 
the bales were put alongside the same day. The merchant 
would pay a premium for that cotton simply to catch the 
ship. That was a direct return to the old methods, because 
of war conditions. 
Through Bills of Lading.—In the old days, the steamers 
did not go South as they do now, and cotton for quick 
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shipment abroad came to New York in coast-wise vessels, 
was transshipped to the ocean liner in New York, and so 
accomplished the trip to Liverpool more rapidly than bales 
shipped direct from southern ports on a sailing vessel. . 
The cotton was rehandled in New York, because the ocean 
ladings could not be signed until the cotton was alongside 
the steamer. A firm, called Williams and Guion, owned a 
line of steamers to Galveston, and also ran the Guion Line 
from New York to Liverpool. They devised the scheme of 
issuing a through bill of lading from Galveston to Liver- 
pool, via New York, provided the cotton came up the coast 
in their steamers. Naturally this was an attractive proposi- 
tion, for the merchant could ship his cotton all the way 
from Galveston to Liverpool on the one bill of lading, 
and without the necessity of reconsigning through New 
York. The other steamship people found that they must 
do the same thing, in order to meet this competition. Then 
the railroads began to object that they were losing all 
their long-haul business, and they insisted that the steam- 
ship lines should allot them freight room and allow them 
to issue through bills of lading from interior points. The 
modern practice is to do all export business from the in- 
terior in this manner. The merchant applies to the general 
Freight Agent of the road, and secures an export freight 
contract, naming either the steamer, or more often the line 
of steamers, and the port through which the cotton is to 
move. The Interstate Commerce Commission has rules in 
regard to the rates from the interior to the port, but the 
ocean rate varies with the supply of freight room and the 
demand. In Texas, in 1915, there was nearly as much 
trading in freight room as in cotton. Of course, the War 
put a stop to the through bill of lading, and then matters 
reverted back to the old practice of consigning to the port 
for export. 

Port Markets.—During the War, some of the old time 
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importance returned to the port markets, but the War has 
passed, and the movement towards the simplification of the 
marketing has resumed its even pace. The port market 
will always exist, but it holds no such important position as 
in the old days. A merchant can do an export business 
just as easily from Dallas, as from Galveston, from Mem- 
phis as from New Orleans. Occasionally the exporter at 
the port will get a better chance at some freight room, 
occasionally he will be able to save a bit by getting cotton 
of high density taken on a ship at lower rates. Otherwise, 
there is no difference between the port and the interior, 
and the old idea that cotton must stop at the port and be 
rehandled by a different set of wholesalers, in order to be 
exported, is a thing of the past. 

Reducing the Different Classes of Merchants.—The 
tendency is slowly to reduce the different classes of mer- 
chants. The small retailer is slowly swallowed up in the 
wholesaler, while the latter comes steadily closer to the 
farmer. With the telephone, a merchant can sit at his 
desk in Memphis and buy cotton all over Mississippi, Ar- 
kansas, and Tennessee. The unsuccessful retailer in the 
small town becomes the agent or buyer for the wholesaler, 
the successful small merchant extends his business, uses 
the telephone in his turn, and becomes a large dealer. You 
must realize, that while the theoretical distinction between 
different classes of merchants is correct, the modern tend- 
ency is for the individuals to coalesce, so that one cannot 
take X and Co., and say they are only retail buyers. X and 
Co. do a small export business, and that necessitates an 
explanation. The tendency is to simplify the system, to get 
back to the farmer for the cotton in the first instance, and 
to deal with the mill, in the last. The final elimination of 
intermediaries is to be found in the southern mill, when it 
buys direct from the farmer whose field adjoins the mill. 
It is not likely, however, that the dream of the spinner 
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dealing directly with the farmer will ever come to pass, 
save in some such exceptional case, for the reason that the 
spinner must have even running cotton, and that does not 
come with the ‘‘run of the receipts,’’ but must be carefully 
selected out by the merchant. 


CHAPTER XV 
MARKETING 


Small Towns.—The first retail cotton markets are to be 
found in the small towns, to which the farmers bring their 
bales for sale, after they have been ginned. These towns 
are very numerous and to attempt to list them would be 
impossible. The old-fashioned town in the Atlantic, and 
the older towns in north Texas, all had a large square in 
the middle of the place, with stores around it on all four 
sides. When the town is a county seat, the county buildings 
are either in the center of the quadrangle, or in one of the 
sides. On any afternoon in the fall, but more especially 
on a Saturday afternoon, you will find the square packed 
with farmers’ wagons, each with one or two or three bales 
of cotton. This is called ‘‘ wagon cotton’’ to distinguish the 
bales from those which arrive in the larger places by rail. 

Country Merchants.—The first retail dealer is our old 
friend, the country merchant, the supply side of whose 
business we have already considered. He must now resell 
the cotton, which he has bought from the farmer. The 
latter first visits the country merchant, and, if he still 
owes an account, they agree upon a price for the bale, and 
it is credited to the farmer’s account. If the bill has al- 
ready been paid, then the farmer will offer the merchant his 
cotton, but they do not always agree upon the price, in 
which case the farmer may leave the cotton with the coun- 
try merchant to be sold on commission, or he may try to 
sell it himself, ‘‘off the wagon’’ in the village square. 


Tm any event, here we have the country merchant en- 
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gaged in the merchandising of cotton. He is the original 
“‘retail’’ dealer, for he acquires his cotton in small quan- 
tities and he resells in the same manner. I have bought 
cotton in the front of his store, and waited until he finished 
selling an old lady a package of pins, before he had leisure 
to sell me two or three bales of cotton. In the first instance, 
he sells to the small local buyers, or to the local representa- 
tive of some larger firm. The latter may have an office in 
the same town, or he may have his office in a neighboring 
place. In these days of long distance telephones and auto- 
mobiles, it is possible for the larger firm to direct the.move- 
ments of their buyer, and thus have him personally cover a 
wide range of territory around the town, in which he may 
be located. 

Country Merchant as Agent.—lIt is not long before the 
country merchant begins to look around for a better 
outlet for the cotton he has for sale. He may start a ‘‘Cot- 
ton Department’’ of his own, and set out to do a general 
mercantile business with the cotton, offering it himself to 
domestic mills, and to Europe. If he attends to this new 
business carefully, studies the matter of hedges, and really 
understands the game, he will soon cease to be a country 
merchant at all. Some of the largest cotton merchants in 
the South were originally country merchants, and grew 
away from the store, in which they started. On the other 
hand, the average country merchant does not understand 
the cotton merchandising business, and is too well occupied 
with his own trade to learn. In that case, either his cotton 
department gets into trouble and is abolished, or else he 
has the ability to realize in the first place, that he cannot 
conduct such a business successfully unless all his attention 
be given to it. In either event, he soon finds that still 
another method of selling his cotton is open to him. He 
becomes a sort of quasi agent of the cotton merchants in 
the nearest sizable market. To them he offers his cotton 
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over the telephone, and either they take his description and 
buy it from him at once, or they agree upon a price, sub- 
ject to the inspection of their buyer who shortly arrives in 
his automobile to look at the samples. 

Where the firm finds the country merchant a good judge 
of cotton, honest and energetic, the connection may be of 
much mutual benefit. The firm will buy from him freely 
on his description, and thus secure cotton which they might 
otherwise lose, and, on the other hand, the country mer- 
chant can expand his business because he always can resell 
the cotton he buys. The merchants will give him limits of 
price on which to buy, and will take all the cotton he can 
give them at the figures named. They are not interested 
whether he sells them cotton he has taken to account, or 
whether he buys the cotton in the country, nor do they care 
what profit he makes, if only the grade and staple are up 
to description, and the price is within the limits named. In 
this manner the country merchant often has a considerable 
business as a sort of semiagent of the larger firm. 

Street Buyers.—In all these small towns, there are other 
retailers, known as ‘‘street buyers,’’ or sometimes as ‘‘spot 
speculators.’’ These men have only a limited capital, and 
they can borrow only a limited amount at the local bank. 
They will buy from the tables of the country merchant, 
and from the farmers’ wagons in the square, and will resell 
to the larger firm, either direct over the phone, or through 
their local representative. As a matter of fact, all these 
small buyers attempt to do is to ‘‘scalp’’ the market, that 
is to say, to make a small profit between the farmer or the 
country merchant on one hand and the wholesale dealer on 
the other. These small retailers are none too popular. The 
farmer complains that they buy his bale a quarter or half a 
cent below the value of the cotton, and resell at that profit, 
or more, to the merchant. The wholesaler complains, that 
they run around ‘‘bulling’’ the market on him. Both are 


MARKETING 177 


a bit unjust, for the small dealer fills a want, or he would 
not exist. He is valuable to the farmer, because he is always 
willing to run a risk as long as the bank will finance him. 
He will buy the farmers’ cotton when other dealers are 
out of the market. To the wholesaler, he is of advantage, 
because he will often have for sale small amounts of cotton, 
which cannot be otherwise obtained in the local territory. 
These street buyers all have a tentative outlet with an 
eastern firm of spinners’ brokers, or with a southern mill. 
They always hope to become wholesalers themselves. Very 
often this proves to be the case, but in that event, they cease 
to be street buyers. 

These small buyers are a serious menace to the market at 
the end of a period of rapidly rising prices, because they 
are always over-extended at the top. In that they do not 
differ from their larger neighbors, but the banks feel that 
they ean afford to force the smaller loans, and the conse- 
quent liquidation of the street buyers always is a phenomena 
of such times of crisis as 1920. On the other hand, the 
inability of the street buyer to secure money in times of 
trouble, such as 1914, always aggravates the farmers’ lack 
of a ready market. 

Larger Interior Markets.—It is impossible to define just 
when a town becomes a “‘larger interior market,’’ for the 
gradations are very slight. Still we can say that the 
larger market has a compress and warehouse plant, supply 
merchants as well as country merchants, and also several 
wholesale dealers. In the old days, the amount of cotton 
handled in the town was a determining factor, but the 
telephone has so altered business methods, that it would 
now be better to say that the amount of cotton to be 
handled in the tributary territory is the determining matter. 

Supply Merchants.—These larger interior markets have 
their country merchants and they also have supply mer- 
chants, doing a wholesale business with the smaller towns, 
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as well as a business with the farmers in the immediate 
vicinity. The country merchants need not be again con- 
sidered. The supply merchants do pretty much the same 
business, except that they have more cotton for sale, and 
except that they will take cotton both to ‘‘account’’ and to 
sell on commission, from their country merchant customers 
in the small country towns. In fact, these supply mer- 
chants are very often closely akin to factors. 

Cotton Buyers and Shippers.—These are the first real 
wholesale dealers in marketing the cotton. The terms are 
synonymous, indeed, you will often see both words on a 
firm’s letter head. They buy the cotton from the various 
retailers, class it out into even running lots, and offer it 
for sale to domestic mills and to Europe. Methods of doing 
business vary a good deal with each individual firm, but, 
generally speaking, all these merchants do business in much 
the same manner. They buy the cotton from the farmer 
direct, from the street buyers, from the country merchants, 
and from the supply merchants in the larger town. Often 
they will have branch offices all through the section which 
they consider their ‘‘territory’’ and, as we have seen, they 
have many agents and semiagents scattered around through 
the small towns. As a rule they concentrate their cotton 
at several points where compresses are located, and where 
they can take advantage to the full of the ‘‘concentration 
rates.’’ The classing is usually done in the ‘‘home office,’’ 
each branch sending in tagged samples of the cotton pur- 
chased. In this manner, the classing and stapling is all 
under the supervision of the partners and there is more 
regularity. Another advantage of such concentrated eclass- 
ing is that the buyers, the agents, and the branch office 
managers can be checked up on their class from time to 
time. The valuation of the cotton purchased is as impor- 
tant as the valuation of the cotton shipped. The one means 
a full return for the money expended, the other means 
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satisfied customers, and small grade and staple claims. A 
reckless buyer may cost a firm a large sum of money, if his 
tendency to ‘‘overelass’’ his purchases be not discovered 
and promptly checked. 

The home office also does all the selling. That is, they 
receive all bids from the East or from Europe, and they 
also make all offers. The senior partner may have charge 
of this department, or he may have general charge of the 
classing, but, in any event, it is a partner who does the 
selling. The home office has various methods of knowing 
just what cotton is on hand, just what cotton can easily be 
bought in the country, and just about what ‘‘basis’’ must 
be paid for different varieties. We will leave the matter of 
price and ‘‘basis,’’ for the moment, because we must under- 
_ stand ‘‘hedging’’ in order to comprehend the method of 
pricing purchases and sales, and to understand hedging, we 
must have studied the ‘‘future contract markets.”’ 

Selling Cotton.—These firms sell cotton all over the 
world. They sell southern mills both direct and through 
brokers; they sell New England mills through spinners’ 
brokers at Providence, Fall River, New Bedford and Bos- 
ton ; they sell the Middle Atlantic mills through brokers in 
Utica, Amsterdam, Philadelphia and New York; and 
finally, they sell importers at Liverpool, Bremen, Havre, 
Barcelona, Genoa, Zurich, and Yokohama. In short, these 
wholesale dealers do a world-wide business, and are in 
every sense cotton merchants. 

Finances.—It must be understood that cotton is a ‘‘cash 
crop’’ and all cotton is paid for in cash on the spot. There 
are no questions of discounts, and ‘‘10 days,’’ or ‘‘30 days,”’ 
or what not. When a farmer, a factor, or a merchant sells 
a bale of cotton he is reimbursed in cash. These wholesale 
firms, then, must borrow a great deal of money, when 
cotton costs $100 a bale. This financing they do in the 
form of either time loans or demand loans, in either case 
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secured by such securities as the firm may own, and by 
warehouse receipts for the cotton handled. There are 
many different ways of changing these receipts about in 
loan envelopes, in order to facilitate shipments, but the 
details need not concern us. The merchant does business 
first with the local bank, and then with the bank in the 
nearest city, and finally, in the case of large firms, the loans 
may be found in the larger financial centers. 

Federal Reserve System.—The Federal Reserve System 
has much eased up the old-fashioned financial stringency 
at the opening of the crop moving season in the fall. It 
has also altered the old methods of financing cotton mer- 
chants in the interior. No longer do we have the old- 
fashioned ‘‘overdraft’’ in the smaller banks. The banks 
must have notes and proper paper if they are to ‘‘redis- 
count,’’ and this has stopped the open overdraft. Not 
only can the local bank get its paper rediscounted through 
the Federal Reserve Bank, if it is a member of the system, 
provided the paper agrees with the regulations, but it is 
also possible for the merchant to finance himself with ac- 
ceptances. In other words, he enters into a contract with 
a mill to supply 500 bales of cotton, shipment within six 
months. He can buy and get ready for shipment the first 
lot of one hundred bales, draw on the mill, have the draft 
“faccepted,’’ and discount that acceptance with his bank, 
thus putting himself in funds to continue his buying. The 
same thing has been done in Great Britain for years, as 
we shall see. 

Rediscount.—The cotton merchant’s paper is suitable 
for rediscount with the Federal Reserve Banks, and this 
makes it easier for the local bank to finance him, than used 
to be the case. The regulations are as follows, omitting 
those which do not concern us: 


The Federal Reserve Board, exercising its statutory right to 
define the character of a note, draft, or bill of exchange eligible 
for rediscount at a Federal Reserve Bank, has determined that; 
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(a) It must be a note, draft, or bill of exchange which has 
been issued or drawn, or the proceeds of which have been used or 
are to be used in the first instance, in producing, purchasing, 
earrying, or marketing goods in one or more of the steps of the 
process of production, manufacture, or distribution, or for 
the purpose of carrying or trading in bonds or notes of the 
United States. 


Alen cw 


In addition to the above definition the Federal Reserve 
Board has made general regulations regarding the 
eligibility of paper presented for discount. They are as 
follows: 


Any Federal Reserve Bank may discount for any of its mem- 
ber banks any note, draft, or bill of exchange, provided: 

(a) It has a maturity at the time of discount of not more than 
90 days exclusive of days of grace, but if drawn or issued for 
agricultural purposes or based on live stock, it may have a 
maturity at the time of discount of not more than six months, 
exclusive of days of grace. 

(b) It arose out of actual commercial transactions; that is, it 
must be a note, draft, or bill of exchange which has been issued 
or drawn for agricultural, industrial, or commercial purposes, or 
the proceeds of which have been used or are to be used for such 


(d) The aggregate of notes, drafts, and bills of exchange 
bearing the signature or indorsement of any one borrower, 
whether a person, company or corporation, rediscounted for any 
one member bank, whether state or national, shall at no time 
exceed ten per cent of the unimpaired capital and surplus of 
such bank; ... 

(e) It is indorsed by a member bank. 

(f) It conforms to all applicable provisions of this regulation. 


It is understood that the merchants’ paper is satisfactory 
from a eredit point of view. Moreover, it must not be 
forgotten that the merchant himself cannot go to the 
Federal Reserve Bank. His paper in the first instance is 
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placed with his own bank, and it is this bank, which, if a 
member of the system, can get the rediscount. 

Interior Shippers’ Office.—I was once employed in the 
cotton room of one of these interior shippers, and a brief 
description of the actual workings of such an office may 
be of interest. The firm had a main office, one branch in 
charge of a resident partner, and four branches in charge 
of managers. The branch in charge of a partner bought 
cotton without consultation with the home office, except in 
the line of reporting purchases every afternoon. The 
others bought on instructions, that is to say, they were 
told what character of cotton was needed and what they 
were to pay for it. The manager also had discretion in 
buying additional cotton he deemed a good purchase, but 
he could not buy above a certain amount without specific 
instruction which he could obtain by telephone. All pur- 
chases were reported by a certain hour in the afternoon, 
and no buying was permitted thereafter, except by special 
and specific permission of the home office. One of the 
partners in the home office attended to all the out-of-town 
buying, the branch offices, as well as the agents, country 
merchants, and buyers sent out on special lots. 

After purchase, the cotton was concentrated at the 
nearest compress point, inspected, reweighed and resam- 
pled, the tagged samples being sent to the home office for 
class and staple. There were two classers, each with an 
assistant, the assistant of the head classer being ‘‘sample- 
man,’’ in charge of all samples. It was his duty to see 
that each and every bale bought was represented by a 
sample, that the sample went to one or the other of the 
classer’s tables, and that the bale was properly listed in 
accordance with the grade and staple given it. There was 
a partner who made up shipments on the orders and was 
in general charge of the classroom. The head classer was 
held strictly responsible for the grade and staple, and all 
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*‘claims’’ for off class or off staple received from mills, 
were referred to him for observation. It was the business 
of the partner in charge of shipments to know just what 
cotton would suit the requirements of the orders. He 
picked out the lots from the class lists in the cotton room, 
and the accounting department made up the shipping 
papers, invoices, weight sheets, drafts, bills of lading and 
so on. There was a partner in charge of the accounting 
department, who was responsible for seeing that these 
papers were made out properly. He was also responsible 
for the financing, in the sense that he acted as cashier, 
kept the books, kept track of the bank balances and loans, 
and, when in need of funds beyond his ordinary channels, 
consulted with the senior partner. 

At the top of the office was the senior partner, the larg- 
est owner of the business. In my office, he was an excellent 
buyer, and spent a large part of his time supervising the 
purchases of cotton. He also attended to all the hedging, 
about which we will hear so much later on, and was the 
final authority on the finances. My senior happened to be 
an excellent staple man, so he looked over again all 
““staple’’ cotton classed in the room. In other offices, some 
other partner would probably be the staple man. In those 
parts of the belt where any amount of extra cotton is 
handled, there is always such a partner, since the reputation 
of the firm as ‘‘good shippers’’ depends upon care in that 
department. Also the losses run into money fast, because 
of the premiums prevailing on any cotton longer than the 
ordinary. 

The partners, sometimes all, and sometimes merely the 
senior and the shipment man, held a consultation every 
night. They had before them the list of cotton bought that 
day from all points, with a statement of the grade and 
staple for which it was purchased. They also had a tabu- 
lated report of the ‘‘classed’’ cotton on hand, showing the 
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number of bales of each grade and staple carried in stock 
at each point. They had a list of orders to be filled, and 
also a list of the future contracts carried as hedges. With 
this data, and after consultation, they made up the offers, 
which were sent East and to Europe by wire and cable 
that night. In the morning they had replies to these 
offers and also inquiries from their brokers and connections. 
They decided which offers they would accept, and then, 
taking into consideration their exact situation, they would 
make up the instructions for the branch offices to follow 
that day, also giving them the ‘‘limits’’ on which they 
were to buy. 

In the rush of the season, the office force at headquarters 
worked very hard, because it is of great importance to 
move your cotton out and keep down your charges. In 
the same manner, the cotton room was pushed as long as 
the light permitted classing, because unclassed cotton 
cannot be shipped and is simply eating up interest and 
storage charges. The office was open at seven in the 
morning and closed as soon after midnight as we could 
get through. We also worked Sundays pretty regularly in 
the fall. On the other hand, in those days, cotton was all 
out of the country by February, and the rest of the year 
was easy sailing. .Conditions have changed very much in 
recent years. There are, of course, periods of ‘‘rush,’’ but 
the business is much more evenly divided over the year 
than used to be the case. 

Methods will differ with every firm, and it is not in- 
frequent to find an interior shipper with two main offices, 
each running independently of the other, each in charge 
of a partner, and only connected by the firm’s interest and. 
by the fact that orders impossible to fill in one office will 
be turned over to the other. It must not be supposed that 
the sketch given above of one of these interior shipper’s 
offices is all embracing. It will serve, however, as a picture 
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- of the work carried on by some system in every cotton 
office in the South. 

Foreign Shipments.—When the cotton is sold to a do- 
mestic mill, the draft is simply attached to the bill of lading, 
and deposited to the shipper’s credit in the local bank. 
The order will give instructions on whom to draw and the 
rest is very simple. With export cotton, the matter is 
more complicated. The shipper is given a ‘‘reimburse- 
ment,’’ that is to say, he is instructed by cable on which 
bank in London, Liverpool, Paris, Berlin, or Rome he is to 
draw. When the time comes to ship the cotton, the mer- 
chant wires his ‘‘foreign exchange’’ broker in New York 
to sell exchange against so many bales of cotton. The 
broker wires back the details of the sale, the name of the 
purchaser of the bill and the New York bank upon which the 
domestic draft is to be drawn, the rate, and the time within 
which the draft must be sent to New York. The merchant 
then draws a domestic draft upon the bank named in New 
York, figuring the value of cotton from dollars into sterling 
at the rate of exchange named, and attaches to his domestic 
draft the following documents: a ‘‘first’’ and ‘‘second’’ of 
foreign exchange drawn upon the reimbursement given 
him from Liverpool, when the sale of cotton was made, two 
original bills of lading, two insurance policies, and some- 
times what are known as ‘‘hypothecation papers,’’ giving 
authority to sell the cotton to protect the drafts. All these 
papers are drawn to the order of the shipper and he must 
indorse them all. The foreign drafts are drawn to the 
order of ‘‘ourselves,’’ the ladings are ‘‘shipper’s order, 
notify,’’ and the insurance policies are to the ‘‘order of 
X and Co.’’ In this manner the shipper’s responsibility 
for the value of the draft continues until it is paid in 
Europe, a fact brought home in unpleasant fashion to 
some shippers in 1914, when their foreign drafts came 
drifting back home to be paid, at a time when no one 
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knew where the actual cotton was. In Great Britain, the 
foreign draft is presented, and the ‘‘second (or first as the 
case may be) being unpaid,’’ the merchant accepts the 
draft which is then rediscounted by his bank and carried 
until the due date, 60 days or whatever it may be. These 
accepted drafts are bought and sold regularly in the 
English money markets. ; 

Abnormal Exchange Situation.—The procedure out- 
lined above worked smoothly in a normal exchange market, 
but as the Government support was withdrawn in 1919, the 
exchange market has since been very far from normal. As 
soon as the foreign Governments withdrew their support, 
or as the trade put it, as soon as ‘‘they pulled the plug,’’ a 
severe decline took place in the value of all foreign cur- 
rencies. Some have since recovered somewhat, and sterling 
is three-quarters of the way back to normal. The fluctua- 
tions have been severe and the losses incurred under the 
old-fashioned system of foreign sales very great. A friend 
of mine, for example, in the summer of 1919, lost all his 
profits and something more on a sale to Italy, simply on 
the decline in the lira. He had sold the cotton to net him 
over ten dollars a bale profit, but could not get his ladings 
signed for some time because of a longshoremen’s strike in 
the southern port. He was delayed some weeks, and in the 
meantime the lira declined so that he lost all his profits and 
something besides. Selling cotton to Europe became noth- 
ing more or less than a speculation in foreign exchange. 
In fact, some merchants deliberately sold exchange short 
in the early summer on the theory that the weight of cotton 
and grain bills would cause a decline in the fall. 

Temporary Expedients to Meet Exchange Situation.— 
Various methods were devised to cut these exchange losses 
down. The merchant in offering to the other side would 
allow himself a wide margin in the price to take up any 
possible exchange loss. Another scheme was to sell ‘‘cash 
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New York against documents,’’ that is to say, the shipper 
was paid by a specified bank in New York, which received 
the signed export ladings and insurance policies. Various 
methods of ‘‘credits’’ were devised, whereby the foreign 
buyer put a credit with which to buy the cotton in this 
country at the disposal of the shipper, the foreigner then 
arranging with the bank as to shipment and exchange. 
These expedients still continue to be used, and it is possible 
that we may have a permanent modification of the old 
system. It is more likely, however, that as exchange re- 
turns to normal, the methods will once more return to the 
same system as before. One change deserves to be noted, 
and that is that certain of the trust companies and banks 
in New York, large dealers in foreign exchange, have ar- 
ranged to have their correspondent banks in the interior 
of the South, quote foreign exchange, and buy foreign bills. 
This is a convenience to the merchant and is more than 
likely to remain. 

List of Large Interior Markets.—The following list is 
by no means complete, and will be added to each year, but 
it will serve to show the character of the markets we have 
been describing: Charlotte, Greensboro, Raleigh, North 
Carolina; Spartanburg, Greenville, Columbia, South Caro- 
lina; Rome, Atlanta, Macon, Albany, Georgia; Decatur, 
Birmingham, Anniston, Selma, Montgomery, Alabama; 
Corinth, Columbus, Meridian, Vicksburg, Greenwood, 
Yazoo City, Mississippi; Newport, Van Buren, Fort Smith, 
Little Rock, Pine Bluff, Helena, Texarkana, Arkansas; 
Shreveport, Monroe, Alexandria, Louisiana; Gainesville, 
Sherman, Paris, Greenville, Waco, Fort Worth, Abilene, 
Austin, Temple, Taylor, San Antonio, Brownwood, Texas. 
We might also include the following ports in the list as 
being markets of just about the same size, namely: Wil- 
mington, Charleston, Mobile, and Texas City. 


CHAPTER XVI 
LARGE WHOLESALE MARKETS 


List of Markets.—The very large markets of the South 
are, in the interior, Augusta, Georgia; Memphis, Tennes- 
see; Dallas and Houston, Texas. Of the ports, the largest 
wholesale cotton markets are Savannah, Georgia; New 
Orleans, Louisiana; and Galveston, Texas. We may also 
mention St. Louis, which was formerly a large interior 
market, and where is still located the main office of two 
large wholesale merchants. The actual cotton business 
done in St. Louis has dwindled to comparatively small 
proportions. At one time, Cincinnati, and to a lesser 
degree, Louisville, were large interior markets, but the 
business long since left those places. 

Differences with the Smaller Markets.—Substantially 
the business, while on a larger scale, is the same as that of 
the smaller markets we have just studied. There are, how- 
ever, certain differences to be noted. The country merchant 
is missing, and the supply merchants do not handle cotton 
asarule. The cotton is sold by the factors, who still handle 
a good deal of cotton from the country tributary to the 
city. The business is controlled by the local Cotton Ex- 
change, to whom belong all the factors and merchants. 
The shippers go around the market, and, from the tables 
of the factors, select the cotton they wish. The bales are 
turned out for them at the factors’ sheds, or in the portion 
of the general warehouse assigned to the factor. Here the 
buyers’ reweigher ‘‘takes up’’ the cotton, that is to say he 
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pute as to ‘‘wet,’’ or other details of the sale, the rules of 
the local Exchange apply. No non-member can buy cotton 
in the market, but must trade through a member of the 
local Exchange. 

Wholesale Dealers.—The firms handling cotton at these 
large markets do the same business we have already ob- 
served in the case of the wholesalers in the smaller towns. 
Of course, it would be absurd to say that the firms in the 
large markets are all large dealers, for they are of all 
sizes, but the tendency is for the very large shippers to 
come to the large market. They drift in, if for no other 
reason, because the banks are larger and afford better 
opportunities for financing. The firms in these large 
markets buy the most of their cotton off the factors’ tables, 
but they also do business in the country, have their own 
branch offices, and their own agents, much as did the firms 
we have already found in the country. Some of the very 
large firms have started their own branch offices in the 
mill centers at home and abroad for the purpose of selling 
cotton ‘‘direct’’ in competition with the usual spinners’ 
brokers. These offices are also expected to advise the home 
office fully in regard to market conditions from the spin- 
ners’ point of view. 

Finances.—The wholesale dealers in the large markets 
do their financing in much the same way, as do the firms 
in the smaller centers, only as the banks are larger, they are 
able to do most of their business with one institution. On 
account of the enormous premiums it has become very risky 
to lend money on cotton, unless some idea of the grade is 
given. In some of the large interior markets, the local 
Exchange furnishes inspectors to look at the cotton when 
being received by the merchant, and give him a certificate 
that the bales are above middling, or above a certain grade, 
as the case may be. 
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Large International Firms.—There are a number of 
firms, English, American, and Japanese, which. may be said 
to be international in their scope. They buy their own 
cotton in the United States and they sell their own cotton 
abroad. They deal in all kinds of cotton, foreign growths 
as well as American, and have offices and agencies all over 
the world. In this country they have both branch offices 
and agencies. The branch office is in charge either of a 
resident partner or of a manager with an interest in the 
business. Sometimes these offices are strictly branches, 
that is to say, they merely buy cotton on instructions of the 
head office in Europe or in the United States, offer cotton 
to that office and do no business elsewhere. Sometimes the 
branches do business on their own account with spinners’ 
brokers in the East and with southern mills, as well as 
doing business with the parent firm. There is usually, but 
not invariably, a rule that the orders from headquarters 
must be given preference. The agencies are rather differ- 
ently constituted. Sometimes they are almost branches 
and do almost all their business with the home firm. Some- 
times the connection is rather distant, and they simply give 
the preference to the orders of the firm, in return for simi- 
lar preference granted their offers in turn. The finances of 
these agencies and branches also vary a good deal. Some- 
times they are exclusively financed from the other side and 
do very little of their own borrowing. More often, the 
branch does all its own financing, outside the original capi- 
tal given it with which to operate. As a general rule, when- 
ever a branch or an agency is compelled to do a business 
outside its ordinary ability the additional capital is sup- 
plied by the head office. It may happen, for example, that 
a certain character of cotton can be obtained only in the 
territory of a certain branch, so that the office is called 
upon to pay for much more cotton than it would in the or- 
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-dinary course of business. Then the head office will ar- 
range the greater part of the additional financing. 

Head Offices of Foreign Firms.—These are usually lo- 
cated in one of the larger markets, so that the head office in 
this country can be in a position not only to obtain funds 
easily, but also to do a considerable business on its own 
account. Very often the money needed from the other side 
is sent in the first instance to this head office, and then dis- 
tributed by the resident partner to the various branches. 
The necessary financing of future contracts is also done 
through the head office. In short, it is a sort of clearing 
house for the business of the foreign firm in this country. 
The large American firms, with an international business, 
may have their head office in one of the large southern 
markets, or in one of the eastern cities. 

New Methods in Factorage Business.—We have already 
referred to the ‘‘fob’’ business done in these large markets, 
whereby the samples are sold off the factors’ tables, but the 
actual bales do not come into the market, but are sold ‘‘fob”’ 
at some country point. A great deal of this business is 
done, and there are firms of wholesalers who sell cotton to 
other merchants in addition to their regular business. Some 
of these firms even do a factors’ business, except that they 
do not sell on commission. They will go into the country 
and buy cotton, having the bales shipped into the larger 
market, and then selling them by sample off their tables, 
just as the factor does his customers’ cotton. They also do 
a general merchant’s business, and sell the cotton East or 
to Europe, or locally off the table, as they deem most 
profitable. 

Specialists——There are firms in these larger markets 
which make a specialty of certain lines of the business. 
For example, in Memphis there are firms making a specialty 
of long staple cotton, and doing almost nothing else. There 
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were firms at Savannah who specialized in Sea Island cot- 
ton. All the ports have firms who make a specialty of ex- 
porting and do little or no eastern business. They take 
advantage of sudden offers of freight room and of the lower 
rate on high density cotton. 

Freight Brokers.—At the ports are firms of freight 
brokers who make a business of engaging freight room for 
clients in the interior. They will keep them posted as to 
the room offering, as to rates, and also as to the probable 
movement of freights, the amount of room likely to be 
offered in the immediate future, and other information as 
to the transatlantic freight market. These firms will also 
attend to high density compression. The cotton may be 
consigned to them, they will have it recompressed, put 
aboard ship and the ocean ladings signed. Buyers in Europe 
are often anxious to know the exact date at which the cot- 
ton left this side, and require a ship’s bill of lading, or, 
as it is called, a ‘‘port bill of lading.’’ The English law 
requires that goods must be within ‘‘reach of the ship’s 
tackle’’ before the captain can sign bills of lading. Con- 
sequently, to obtain port bills of lading the cotton must be 
delivered alongside the ship. The freight brokers will re- 
ceive cotton consigned to them from the interior, will at- 
tend to getting the bales alongside the ship, and will take 
out the needed ship’s bill of lading and return same to the 
shipper in the country market. Some of these freight 
brokers have recently taken to quoting foreign exchange, 
and it is possible they will become active competitors with 
the New York exchange broker, although the latter market 
is so much broader that this does not seem likely. 


CHAPTER XVII 
SPINNERS’ BROKERS 


Spinners’ Brokers.—As a general rule the mills both 
at home and abroad do not buy their cotton direct, either 
of the producer or of the merchant in the South. They 
much prefer to have an intermediary broker who will be 
in close touch with them, who will know exactly the char- 
acter of cotton they require, and who will attend to the 
receiving, tabulating, and comparing of the offers from 
merchants all over the South, in order that the most ad- 
vantageous purchase may be made. These are called ‘‘spin- 
ners’ brokers’’ and are to be found in all the mill centers 
in the United States and also in Liverpool, and on the Con- 
tinent. The domestic spinners’ brokers vary in their meth- 
ods from those in Liverpool, so we will take up the Ameri- 
ean brokers first. 

New England Spinners’ Brokers.—Through a curious 
form of organization the ‘‘Treasurer’’ of a New England 
mill is both the buyer of the raw cotton and the seller of 
the goods made out of that cotton. This imposes upon him 
a double set of duties which are almost too much for any 
ordinary man. The cotton market and the cotton goods 
market are naturally connected, since a permanent advance 
in the price of the raw material must be reflected in the 
price of the finished product. On the other hand, inter- 
mediate fluctuations in either market frequently occur with 
but little reference to the other, so that it takes a great deal 
of skill to ride both the horses at the same time. In addi- 
tion to this difficulty, the treasurer is too busy to be troubled 
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making them bids, receiving their offers, and deciding which 
cotton to purchase. He relies upon the spinners’ broker 
to attend to these matterssand to give him each morning the 
best offers received for the character of cotton he uses. 

On the other hand, the southern merchant needs some 
one to represent him in dealing with the mill, to attend to 
the selling, and to advise him as to the state of the market 
for certain kinds of cotton, to look out for his interests in 
relation to grade and staple claims, and generally to act as 
his agent. The merchant employs a spinners’ broker to 
attend to all these matters for him, and pays that broker a. 
commission on each bale of cotton sold through him to a 
mill. 

Another valuable service is rendered the shipper and the 
mill by the broker, and that is the ‘‘personal touch,’’ which 
is always helpful. The southern merchant makes an an- 
nual trip to the East, which trip, if he be an exporter, he 
extends to Europe. While in the East he calls upon his 
spinners’ brokers and talks over the past season with them 
and makes arrangements for the coming year. The objec- 
tions raised to any of his shipments of the past season are 
gone into, and the reasons for the mills’ complaint are in- 
vestigated. If possible, the broker will take the shipper 
around to see the treasurers of those mills with whom he 
has done an especially good business, and the shipper and 
the treasurer can thus get a personal acquaintance which 
will often ease up situations through the year. 

Mills and Futures.—The cotton business as conducted 
to-day cannot continue without the use of the future con- 
tract markets. The requirements of modern business, deal- 
ing in time and not in distance, compel every one in the 
trade to recognize the necessity of hedging, however much 
they would prefer to ignore the practice. To the New 
England mill treasurer, hedging usually appears as an 
additional and annoying problem. To an old-fashioned 
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Board of Directors losses taken qn future contracts in the 
ordinary give and take of the busmess are difficult to ex- 
plain. The treasurer cannot safely sell his goods forward 
without some sort of protection, but he much prefers not 
to handle that protection himself. He can usually make a 
contract for cotton with some southern shipper, who will 
agree to deliver at a price and will attend to the hedging 
himself. Frequently, however, he cannot get such a con- 
tract, or cannot get it at a price he deems satisfactory. He 
must obtain protection himself, and once more the spin- 
ners’ broker is a most useful intermediary. He will attend 
to the futures for the mill, either carrying the account in 
his own name, or else arranging for the sale with some one 
of his other merchant customers in the South. 

Spinners’ Brokers as Merchants.—Probably due to this 
last service rendered the mills by the broker has grown up 
the practice of having spinners’ brokers act as merchants 
as well as brokers. They will make forward contracts with 
the mills, hedge themselves with futures, and buy the cot- 
ton themselves in the South. There are firms which do a 
very large merchandising business in addition to the bro- 
kerage business. Some of these firms have become exclu- 
sively merchants, never selling the mills cotton except in 
their own name, dealing with their southern customers only 
as merchants and no longer as brokers. They do not offer 
cotton to the mills for the South. They buy the cotton out- 
right in the South, and themselves offer it to the mill. Of 
course, in this manner they are perfectly willing to do all 
the hedging the mill needs, or they are perfectly willing to 
sell the mill any sort of ‘‘forward’’ cotton, provided the 
price is satisfactory. 

The tendency for the New England spinners’ broker to 
become a merchant rather than a broker is marked. There 
are few firms to-day which do an exclusively brokers’ busi- 
ness. There are firms which have divested themselves 
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entirely of the brokerage business and become out-and-out 
merchants. The spinners’ broker, as a broker, may be 
disappearing, but the spinners’ broker as a merchant is 
likely to last a long time, for he performs a real service 
to both the mill and the shipper. 

Southern Selling Agencies.—One or two of the very 
large American firms have always maintained branch offices 
at important mill centers for the purpose of selling the 
mills direct. This selling branch idea has now been taken 
up by the rather smaller firms and there are quite a few 
selling agencies in the eastern markets. The future of 
these offices depends largely upon whether the New Eng- 
land treasurer will care to deal with them or the New 
England firms with whom he has traded for so long, and 
who probably know him much more intimately than the 
newcomer. 

New England Mill Markets.—The New England mar- 
kets are: Boston, which is probably the largest, and where 
are located more spinners’ brokers than elsewhere; New 
Bedford, where the mills have always done a fine goods 
business, so that the market is largely one of extra staple; 
a good deal of Egyptian cotton comes into New Bedford 
every year; Fall River, where, in addition to the usual run 
of the trade, many print cloths are made, so that Fall River 
has always had a good market for the lower grades; Provi- 
dence, which is close to some of the largest groups of mills, 
and which is the last of the large New England markets. 
We may also mention Norwich, Conn., which is near a 
group of mills, among whom are some users of extra staples; 
and North Adams, Mass., another staple market. 

It must not be supposed that all the New England mills 
deal only through spinners’ brokers. There are two or 
three very large mills which do their own buying direct 
with the southern merchant, and which do their own hedg- 
ing when they cannot get the cotton offered to them from 
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the South. These mills usually have a separate organiza- 
tion for buying and selling. There are other mills that do 
business direct occasionally, and through spinners’ brokers 
most of the time. There are still others which do their buy- 
ing entirely through spinners’ brokers, but handle their 
hedges direct with the New York future broker. In short, 
you can find all sorts of methods in use. We have merely 
studied the most usual system. 

Middle Atlantic States—The same system of spinners’ 
brokers prevails, but the relation between the brokers and 
the mills is not so close, speaking generally, as is the case 
in New England. Also there are more mills which deal 
direct either with the South, or with some of the large 
American firms having their headquarters in the section. 
The Middle Atlantic markets are: New York City, where 
are located spinners’ brokers who not only sell cotton from 
the South, but also sell cotton out of stock in New York 
warehouses ; Philadelphia, which has several spinners’ bro- 
kers, and is also the headquarters of one of the largest 
American merchants ; Amsterdam and Utica, which do busi- 
ness with the mills in the central part of New York State. 
Some of these mills are hosiery mills, and therefore use 
very particular cotton. 

Canada.—The Canadian mills as a rule buy either 
through Boston or through the markets in central New 
York. There are also some brokers in Montreal. 

Southern Mills.—The southern mills do business quite 
differently from the mills in New England. Many of the 
smaller mills were organized entirely by local capital, and 
do all their buying locally. Very frequently the merchant, 
located in the town, has a considerable amount of the mills 
stock, so that he controls all the buying. Very often these 
small mills will buy direct from the farmer, who brings his 
cotton to the mill door on the wagon. The larger mills do 
business direct with merchants through local spinners’ 
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brokers, and to a limited extent buy the wagon receipts, 
where the grade is suitable. In one respect the Southern 
mills differ entirely from New England. Having been 
started more recently, and almost invariably having cotton 
merchants on their Board of Directors, they know all about 
futures, and never hesitate for a moment to buy or sell 
future contracts, either in New York or New Orleans, when, 
in their judgment, they can thus obtain the best protec- 
tion. 

Southern Spinners’ Brokers.—These are to be found in 
the southern mill centers, Charlotte, Greenville, Spartan- 
burg, and Atlanta. There are some out-and-out brokers 
selling certain mills exclusively on commission. As a rule, 
however, these southern firms are merchants first and bro- 
kers second, if indeed they can really be said to be brokers 
at all. They sell their own cotton to the mills, and when 
they handle cotton for shippers elsewhere in the belt they 
usually buy it as merchants and resell to the mill. Also, 
quite unlike their New England brothers, they will often 
do an export business in addition. Indeed, these southern 
firms often do business with New England mills as well 
as with the South, selling to the New England spinners’ 
brokers like other shippers. 

Foreign Markets.—There is one underlying difference 
between the American markets and those on the other side. 
This is an exporting country, and cotton leaves through 
any and all ports. The result is that both the mills and the 
merchants are scattered all through the country and are 
not centralized in any one large market. All European 
countries are importers, so that the cotton naturally comes 
to one, or at most, two ports, and all the business is cen- 
tered in those markets. For it is there the cotton is un- 
loaded from the ships, and it is there that the surplus 
stocks, to last over from one season to the next, are carried 
in store by the importing merchants. 
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Foreign Spinners’ Brokers.—These again differ from 
similar firms in the United States, because seldom, if ever, 
do they deal with the southern merchant. They do their 
business with the importer at their own port, and he gets 
the cotton from the South. All the spinners’ broker does 
is to buy for the mill the cotton offered for sale in the home 
market by the merchants, who brought it from the South. 
In addition to this, the spinners’ brokers often handle the 
future contracts for the mills. 

Itverpool.This is the cotton port for Great Britain, 
and this is probably the greatest cotton market in the world, 
for Liverpool not only handles American cotton, but also 
cotton from every country where the staple is raised. There 
are large warehouses and the stock of American cotton car- 
ried in Liverpool is always large. In 1919-1920 the stock 
of American in Liverpool ranged from 517,000 bales on 
August 1 to 930,000 bales on May 14, 1920. In 1920-1921 
the stock of American ranged from 443,000 bales on Oc- 
tober 29 to 722,000 bales on July 15, 1921. From February 
25, 1915, to August 13, 1916, the stock of American cotton 
in Liverpool was always above a million bales. It will be 
seen that the Liverpool market is of importance. 

The system in Liverpool differs a good deal from the 
American method of selling cotton to the mills. This is 
due in large part to the fact that, as the cotton is imported, 
all the various classes of merchants are collected in the one 
market. In a later chapter we shall look into the Liverpool 
market in detail, and do not need to do so here. The near- 
est approach to the American spinners’ broker is to be 
found in the ‘‘buying brokers’’ who act for the Manchester 
mills. The English spinner buys practically all his cotton 
through these men, seldom dealing direct with the import- 
ing houses. 

Manchester——There are importing firms in Manchester 
which bring their cotton direct to that point from the 
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South, the steamers coming through the Manchester Ship 
Canal. The amount of business done in Manchester is small 
as compared to the volume of cotton annually handled in 
Liverpool. 

Havre, France.—This is the importing point for Franee, 
and, now that the French control Alsace-Lorraine once 
more, it is thought that much of the cotton consumed by 
those mills will come through the Havre market. The old 
French spinning district centered around Turcoing, Lille, 
and Roubaix, names only too familiar during the years 
from 1914-1918. During the War, as this district was in 
the hands of the enemy, new cotton mills were started else- 
where. France took 592,286 bales of American cotton in 
the year ending July, 1921. 

Belgian Markets.—These are Antwerp and Ghent, which 
were also in the hands of the Germans during the war, so 
that for the period 1914-1918 the Belgian market was en- 
tirely in abeyance. Belgium took 162,980 bales from this 
country in the year ending July, 1921. 

Dutch Market.—This is Rotterdam, and during the war 
there was talk of starting a future ring in Rotterdam, and 
attempting to capture the continental business lost by 
Bremen. Holland took 103,530 bales of American cotton 
in the year ending July, 1921. 

German Markets.—Before the War Bremen was the large 
German market, and had also obtained a very substantial 
continental business as well. A great deal of Austrian and 
Russian cotton was bought through Bremen. A future 
market had been started in Bremen in 1914, and an arbi- 
tration committee similar to the one in Liverpool was in 
existence. An earnest effort was being made to get Euro- 
pean spinners to buy ‘‘Bremen arbitration and class,’’ in- 
stead of ‘‘Liverpool arbitration and class.’’ There is little 
doubt that just prior to the War this energetic competition 
from Bremen was cutting into the trade of Liverpool out- 
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side Great Britain. Of course, the War stopped all that, 
and Bremen lost not only all her continental business, but 
her domestic business as well, since during four years the 
imports were almost nil. As to what will be the future of 
the Bremen market it is difficult to tell. The many ex- 
change problems and the industrial confusion incident to 
the War are as yet unsolved, and it is impossible to foretell 
in just what channels the business will run. The new states 
of Czechoslovakia and Poland will have cotton to buy, but 
whether they will trade again through the German market 
is questionable. The German is none too popular in Eu- 
rope since 1914. Another German market has now ap- 
peared in Hamburg, which is actively competing with 
Bremen for the after-war business. Germany is credited 
with importing 1,281,237 bales in the year ending July, 
1921, but some of this went to mills formerly in Austrian 
territory, and by no means all of this amount of cotton was 
handled by Bremen firms. 

Spain.—Barcelona is the Spanish port, and there 
are several large importing firms located in the city. 
In 1920-1921 Spain took 253,659 bales of American 
cotton. 

Genoa, Italy—Italy has always done a large cotton busi- 
ness and in 1920-1921 took 508,274 bales of American cot- 
ton. The port of Italy is Genoa, but, unlike the other Euro- 
pean countries, Italy has also an interior market in Milan 
where are located many importers and spinners’ brokers. 
In 1915 a large amount of American cotton moved through 
Genoa to the Central Powers, prior to Italy’s entry into 
the war. 

Switzerland—In 1920-1921 Switzerland took 33,695 
bales of American cotton. As Switzerland has no sea coast, 
the cotton comes through various ports, Havre, Genoa, or 
Bremen. The importing firms are all located at Zurich, 
and do their business direct with American merchants. 
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Miscellaneous.—Through Gothenburg, Norway took 4,500 
bales and Sweden 51,532 bales in the year ending July, 
1921. Some of this cotton is handled by firms in Gothen- 
burg, but most of it is handled through Liverpool houses. 
Denmark used 6,100 bales of American cotton in the same 
year. Russia is entirely out of the running at present, but 
formerly imported a considerable amount of American cot- 
ton through the port of Reval. Some of this cotton was 
handled by Liverpool firms, and some by German houses in 
Bremen. 

Japan.—Outside of Europe, Japan is the largest im- 
porter of American cotton, taking 619,000 bales in 1920- 
1921. There are several very large Japanese firms with 
offices all through the United States which buy most of this 
Japanese cotton. One of them has made attempts to do a 
general export business with Europe and a domestic mill 
business in this country, as well as their Japanese business. 
During the War and in 1919 and 1920 these Japanese firms 
did a very large business and were no small factor in the 
markets. Besides the Japanese firms proper, a good deal 
of cotton is sold to houses in Japan by American exporters. 
Most of the cotton for Japan moves by rail to San Fran- 
cisco, and thence by steamer. In recent years, however, 
Japanese steamers have come through the Panama Canal 
to the Gulf ports. 


CHAPTER XVIII 
FUTURES 


General Remarks.—We have already remarked that the 
outstanding fact in modern marketing is that merchants 
deal in time and not in distance. This development, due to 
the growth of communication throughout the world, has 
made it necessary that all business be done for forward 
delivery. The mill does not make goods in September for 
the fall trade of that year. Those goods were made in the 
spring. In September the mill is engaged on goods for the 
spring trade, to be handled by the retail merchants in April 
or May. The mill needs its raw material in advance, and 
the merchant must sell it in advance. The cotton trade 
has worked out an ingenious method for reducing the in- 
evitable risks of forward sales. This method is called 
‘‘hedging,’’ and as the system appears perfectly simple to 
the cotton merchant, and almost incomprehensible to the 
outsider, it will be necessary for us to spend a great deal of 
time on this phase of marketing American cotton. The 
merchant, when hedging, buys and sells contracts for the 
future delivery of cotton on one of the three organized 
Exchanges, New York, New Orleans, or Liverpool. There- 
fore, before we go into the matter of hedging, it will be use- 
ful to know just what a future delivery contract may be, 
and exactly how the trading in them is conducted. 

History of Futures.—Before the American Civil War 
the largest proportion of the cotton exported moved from 
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South at the end of the summer, just before the cotton was 
about to move, sometimes with a cargo of coarse salt, used 
for fertilizer, and sometimes in ballast. The vessels were 
fortunate if they obtained a full cargo at once, for usually 
they were held up for weeks waiting for a full shipload. 
Meantime, the owners of the cotton first put aboard had to 
wait patiently, accepting all the risks of the market, until 
the ship was loaded and could sail for Liverpool. This 
delay was often very trying, but as the news affecting the 
price of cotton also moved across the ocean in sailing ves- 
sels, it was not so serious as would appear. 

Civil War.—The American Civil War entirely disrupted 
the American cotton trade, since at first the source of the 
raw material was entirely cut off, and afterwards supplies 
came only slowly and through very irregular channels. It 
is interesting to digress and note that the crop of 1859 was 
4,860,000 bales, the largest on record to date, and that the 
surplus weighed heavily upon the market and upon prices, 
until the four years of war used up all the cotton stored 
and brought very high prices. The parallel with 1914 is 
striking, for then again the trade had the largest crop on 
record, the surplus of which weighed the market down, 
until entirely consumed through four years of war, to be 
followed by the highest prices on record. 

After the War—When business was. reopened at the 
close of the Civil War the methods at first were the same. 
The South was absolutely poverty stricken and the cotton 
crop had to be sold as fast as picked. The Manchester mills 
and the Liverpool firms would send their buying orders out 
to their New York and southern correspondents early in 
the summer for the opening of the season. A careful fore- 
cast of the crop and of the market was made, and freight 
rates and other factors were considered in giving general 
limits; but even so, great discretion had to be given the 
American houses. There soon arose much discussion of the 


' FUTURES 205 
risks attendant upon shipping cotton to Europe in the old 
manner. The sailing vessels still came to the South, now 
laden with guano, instead of salt, of which it was said in 
the late sixties ‘‘you could sell a cargo of anything which 
smelt badly, if you charged forty dollars a ton.’’ The cot- 
ton was loaded aboard the vessels which continued to wait 
for a full cargo. 

Selling Afloat—Meantime, means of communication had 
improved, for the steamers now stopped at Halifax both 
ways to land mail and newspapers, and to pick up late 
American mails. News affecting the price of cotton came 
across the ocean far faster than did the cotton, so that the 
risks of those merchants with cotton tied up aboard a sail- 
ing vessel, first in the American port and then six or eight 
weeks crossing the ocean, became unbearable. A scheme 
was devised to overcome these risks. When the cotton was 
loaded, duplicate sets of samples were drawn from the bales, 
carefully sealed up and sent to New York. These samples 
were then offered on the New York market ‘‘to arrive 
Liverpool,’’ or whatever the destination of the vessel might 
be. Some cotton went to Havre, but it was almost always 
Liverpool. The owner would guarantee that the cotton was 
up to sample, and that he would pay any claim arising in 
Liverpool. Of course, he had arrangements made to super- 
vise the resampling in Liverpool and to represent him at 
the arbitration. If the lot was not sold in New York, then 
as soon as the southern port reported that the vessel had 
sailed, the samples were again sealed up and sent across to 
Liverpool by steamer. Thus, while the cotton was at sea, 
the samples could be offered on the Liverpool market 16 
arrive’’ about the time the ship could be expected. The 
plan worked very well, because the Manchester spinner 
could now buy the character of cotton he wanted due to 
arrive about the time he wanted, while the merchant had 
an opportunity to sell either in New York or in Liverpool, 
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even before his cotton had actually sailed. This scheme 
was called selling ‘‘cotton afloat.”’ 

The Transatlantic Cable—This was soon opened and 
then this selling ‘‘afloat’’ ceased to be a solution of the 
problem. For the news now came across the ocean every 
day, every hour of the day, and when it was unfavorable 
the owner had much difficulty in selling his cotton ‘‘afloat’’ 
for any reasonable price. On the other hand, when the 
news was favorable and it appeared the price would be 
higher by the time the cotton reached Liverpool, the spin- 
ner would find it difficult to find a merchant willing to sell 
at a moderate advance. Trading in ‘‘afloat’’ contracts was 
too slow for the rapid means of communication. More- 
over, a new complication arose. The Manchester spinner 
found that as he could communicate more rapidly with the 
world at large, there now came a demand that he sell his 
goods for delivery longer ahead, and to do this he needed 
some protection on the price of his raw material. Another 
scheme of selling from the United States was devised, ship- 
ment in one of two named months. The name of the vessel 
on which the cotton was to sail was not given, no samples 
were shown, and no specific grade was named. It was sim- 
ply stated that the cotton would be October-November ship- 
ment, ‘‘Basis middling, nothing below low middling.’’ The 
two months were named both to give ample time to secure 
freight room, and because of the length of the average sail- 
ing voyage across the Atlantic. The general nature of this 
contract was helpful to both the merchant and the spinner, 
for it gave a broader and more active market, and allowed 
each to protect himself through buying or selling the gen- 
eral contract, and then, later, replacing with the specific 
grade wanted. In other words, we are now coming directly 
to the modern process of hedging. By some, these contracts 
were called selling for ‘‘shipment.’’ 


FUTURES 207 


New York Market—Similar business was now done in 
New York, except that, as New York was so much closer to 
the South, the contract was for a single month. By trading 
in these contracts the merchant in the South could sell his 
cotton a fair distance in advance, whenever he thought the 
price suitable. The trading became quite large, and was 
carried out by brokers running about from one office to 
another in search of buyers and sellers. It became cus- 
tomary to trade some distance ahead, the premium on the 
more distant months taking care of the carrying charges. 
Finally, the running around the market became such a nui- 
sance, and so many trades were lost by missing the man 
wanted, that it became customary for the brokers in these 
forward contracts to congregate in the office of Jas. F. 
Wenman and Co., on Pearl Street. At last some one sug- 
gested that there was a Stock Exchange, and a Gold Board, 
for the purpose of centralizing and controlling the business 
in securities and in contracts for gold, so why not start an 
Exchange for dealing in these cotton contracts? The trad- 
ing could be carried on at a specified place between speci- 
fied hours, and the Exchange could also draw up suitable 
rules and regulations for the trade to follow. Some opposi- 
tion developed from brokers who feared that if the mer- 
chants had a fixed place to meet they might do their own 
trading, but finally the New York Cotton Exchange was 
organized and trading began September 7, 1870. Subse- 
quently, the Exchange was incorporated on April 8, 1871, 
by special act of the Legislature of the State of New York. 

The New York Cotton Exchange.—This was the first ex- 
change organized for the purpose of conducting a trade in 
contracts for the future delivery of cotton, and was followed 
shortly by the organization of the New Orleans Cotton Ex- 
change, and the adoption of similar rules governing future 
trading by the Liverpool Cotton Association. The rules of 
the New York Exchange have stood for fifty years as a 
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model to be followed in broad outline by other commodity 
exchanges, so that a glance at the first New York Board of 
Managers is not out of place. The first officers were: 
President, S. D. Harrison; Vice President, Jas. F. Wen- 
man; Treasurer, A. G. Graves. The Board of Managers 
were: Wm. P. Wright, Theo. F. Fachiri, W. G. Crenshaw, 
M. G. Haughton, Geo. Cornwall, Wm. H. Brodie, F. F. 
Dufais, Henry Hentz, M. B. Fielding, Mayer Lehman, T. J. 
Slaughter, John H. Inman, J. T. Hanemann, J. H. Hollis, 
and Chas. A. Easton. Of these men, Jas. F. Wenman was 
a well-known figure on the Exchange for nearly a half cen- 
tury, and at one time you could see three generations, Jas. 
F. Wenman, Jas. F. Wenman, Jr., and Byrd W. Wenman, 
around the ring at the same time. Byrd W. Wenman is 
still an active member of the Exchange, of which his grand- 
father was the original Vice President. Mr. Henry Hentz 
was called for years ‘‘the grand old man of the cotton 
trade.’’ He has now retired, although the firm still bears 
his name. Mr. Mayer Lehman was one of the founders of 
the firm of Lehman Brothers, well known as successful 
bankers, as well as cotton merchants. Mr. John H. Inman 
was probably the most prominent man in the American 
cotton trade some thirty years ago. 

I must also mention the present Treasurer of the New 
York Cotton Exchange, Mr. Jas. F. Maury, an old-time 
merchant, to whom I am indebted for much of this history 
of the old days in the New York market. Mr. Maury be- 
longs to the cotton trade by descent, for his grandfather 
was appointed United States Consul at Liverpool by Presi- 
dent George Washington in 1790. There is in possession 
of the Maury family, although not in the possession of Mr. 
Jas. F. Maury, the following memorandum of cotton im- 
ported into Liverpool prior to 1790. The document is in 
the handwriting of the Consul and reads as follows: 
‘‘Memorandum: Cotton imported into Liverpool from the 
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United States of America in the following years, namely: 
In 1785, 5 bales in 3 vessels; 1786, 6 bales in 2 vessels; 
1787, 108 bales in 5 vessels; 1788, 282 bales in 6 vessels.”’ 

Definitions.—When cotton was handled in one manner, 
it was simple to report that so many bales were ‘‘sold’’ 
each day in the New York market. As soon as there came 
to be trading in different sorts of contracts it was necessary 
to specify how the sales were made. It was then said that 
so many bales were sold ‘‘ Cotton Afloat,’’ or so many bales 
had been sold ‘‘Cotton to Arrive.’’ Then it came to be said 
that so many bales were sold of ‘‘Cotton on the Spot,’’ that 
is to say, cotton actually in the port of New York. Then, 
when the trading in contracts to arrive was taken under 
the roof of the Exchange, and a regular form of contract 
and suitable rules and regulations were drawn up, it was 
said that so many bales of ‘‘Cotton for Future Delivery’’ 
had been sold. In this manner grew up the modern phrases 
of ‘‘Spot Cotton”’ or ‘‘Spots,’’ and the distinguishing term 
‘‘Future Contracts,’’ or ‘‘Futures.’’ It is necessary that 
we carefully understand these modern terms which are in 
daily use in the cotton trade. 

Futures—This word ‘‘Futures’’ is the abbreviation of 
the original term ‘‘Contracts for the Future Delivery of 
Cotton.’’ The word is never used except in connection with 
dealings in future contracts upon the three organized ex- 
changes,. namely: New York, New Orleans, and Liverpool. 

Spot Cotton—The term ‘‘Spot Cotton,’’ or as shortened, 
“‘Spots,’’ has undergone a considerable change during the 
fifty years since 1870. It has taken precedence over all the 
other descriptive phrases, and no longer means simply cot- 
ton actually ‘‘on the spot.’’ The old narrow meaning is 
used in the official bulletins and reports of the various ex- 
changes, but, generally speaking, the term ‘‘spots’’ refers 
to all transactions in cotton which are not dealings in fu- 
ture contracts. The other old terms remain, and their 
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meaning remains the same, but they are all regarded as 
‘‘snot transactions.’’ If a man buys cotton ‘‘ex-store”’ 
New York, or if he buys cotton ‘‘to arrive New York,’’ or 
‘‘eotton afloat,’’ or ‘‘FOB cotton,’’ you will know exactly 
what sort of a trade he has made. All these different sorts 
of transactions are reported daily in the various market 
reports, but the trade regards them all as ‘‘spot’’ deals. 
The trade has pushed the meaning of ‘‘spots’’ even further, 
and it is here the term becomes especially puzzling to the 
novice. If a mill makes a contract during the month of 
September for one hundred bales of cotton of some par- 
ticular grade and staple, to be delivered during the month 
of November, that is a spot transaction, even although the 
contract calls for delivery two months in the future. Such 
a contract may be, and often is, referred to as a ‘‘ Forward 
Sale,’’ but it is a ‘‘spot’’ and not a ‘‘future’’ transaction. 
On the other hand, if a merchant having one hundred bales 
of cotton in warehouse in the port of New York sells during 
the month of November a contract upon the New York 
Cotton Exchange for November delivery, and then pro- 
ceeds at the expiration of the necessary five days to deliver 
his cotton on that November contract, that is a ‘‘future’’ 
transaction. Once again, there is a phrase to indicate the 
fact that delivery will immediately be called for by the 
terms of the sale. The current month on the Exchange is 
often referred to as a ‘‘spot month.’’ However, the actual 
sale was that of a contract for ‘‘future delivery,’’ and the 
merely incidental fact that it was November and that a 
November contract was sold makes no difference. The 
trade regard it as a ‘‘future transaction’’ because it in- 
volved the purchase or sale of a future contract. 
Misleading Definitions—Every transaction not in con- 
tracts for future delivery is a ‘‘spot’’ transaction. Every 
purchase or sale of a contract for the future delivery of 
cotton is a ‘‘future’’ transaction. The terms may be made 
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more specific, as we have seen, but the broad definition re- 
mains the same. It is very necessary to bear this fact in 
mind, because many people become confused by the element 
of time in the various transactions, and in order to make 
matters clear in their own minds define “*spots’”’ and 
““futures’’ in many erroneous and confusing words. I once 
Saw it stated in a general text book on economics that the 
word spots referred to all transactions in ‘‘actual cotton, ’’ 
whereas the word futures referred only to transactions in 
“contract cotton.’? Some good people get so confused that 
they refer to spots as ‘‘actual cotton’’ and futures as ‘*pa- 
per cotton.’’ It is easy to understand how the mind, un- 
accustomed to the logic of the trade, can make such mis- 
takes, for the future contract does appear on the surface as 
something rather mysterious and aloof from the bales to 
be actually seen out of the office or study window. The 
trouble is that by allowing the mind to dwell upon any such 
notions the greatest confusion of thought may arise. There 
is no such thing as ‘‘paper cotton.’’? The cotton market is 
all one, and the terms futures and spots merely define dif- 
ferent transactions in the same market and the same cotton. 
Nothing will get the outside investigator so befogged as to 
attempt to visualize two separate markets, one of spot cot- 
ton and one of futures. Nothing will so easily lead the un- 
thinking merchant or speculator to ruin as the conception 
that, as the two markets are separate, he need pay attention 
only to the one in which for the moment his interests hap- 
pen to lie. The cotton market is all one, and the terms 
spots and futures, as used by the trade, must not be allowed 
to confuse the mind, or cloud the realization of the fact 
that cotton remains cotton, whether you sell it to-day to 
A. B. and Co. across a sample table, or whether you buy a 
contract for the future delivery of a hundred bales through 
a broker on the New York, New Orleans, or Liverpool 
Cotton Exchange. 
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Anti-Future Legislation.—There is always agitation by 
the farmer every time the market price of cotton declines 
to have the future trading stopped because it injures him. 
There is a similar agitation among the mills every time the 
price advances on the ground that the future trading ad- 
vances the cost of their raw material. In 1910 and 1911 
there was a serious attempt to pass anti-future legislation 
in Congress. The bill-on one occasion did pass the House, 
but failed in the Senate. During the next two or three 
years the agitation took a new form, that of ‘‘regulating’’ 
future trading instead of prohibiting it. There had been 
much agitation as to the methods of fixing the differences 
“‘on’’ and ‘‘oft’’ middling for delivery on future contracts 
of cotton of other grades than middling. It is not necessary 
here to enter into a technical explanation of an intricate 
matter, which will have to be taken up later. Suffice it 
to say that during the summer of 1914 a bill called the 
“‘United States Cotton Futures Act’’ passed both houses of 
Congress and became a law. This measure was introduced 
into the Senate by Senator Smith of South Carolina, and 
into the House of Representatives by Mr. Lever of the same 
State. There had been doubt expressed as to whether the 
American Exchanges would accept the law, or tvould move 
out of the country into Canada. So a provision was inserted 
to the effect that cable or telegraphic messages to foreign 
exchanges containing orders for the purchase or sale of con- 
tracts not complying with the law would be prohibited. 
Quite aside from the question of whether the members of 
the Liverpool Cotton Exchange desired to comply with the 
law, it was physically impossible for them to obey some of 
the provisions. The result was that business with Liverpool 
was impossible. This was a serious matter for the whole 
trade, but it was a vital blow to the merchants in Texas and 
Oklahoma who had to trade in Liverpool futures every day 
in the ordinary course of their business. The law was in 
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force for only a few months and was generally honored by 
its persistent violation in respect to foreign orders. Mean- 
time, it was discovered that the penalty clause of the bill 
being a heavy tax on transactions made in contracts not in 
compliance with the provisions of the bill made the measure 
a “‘revenue act.’’ As such it had to originate in the House, 
whereas in the course of its legislative career it had so hap- 
pened that it was the Senate bill which had been passed, 
and the measure, as engrossed for signature, plainly showed 
this to be a fact. Some merchants in New York took the 
measure to the Federal Courts, where it was promptly de- 
clared to be unconstitutional. In 1916 Congress repassed 
the bill, omitting the clause about foreign markets, and the 
law has been in force ever since. An amendment was added 
in 1919 prohibiting the delivery of cotton below the grade 
of low middling, and that amendment is included in the 
outline given below. 

United States Cotton Futures Act.—This law provides: 
first, that it is assumed all bales of cotton traded in on 
future contracts shall be deemed to weigh 500 pounds; 
second (Section 5), the basis grade shall be only of the 
grades for which standards have been provided by the 
Secretary of Agriculture and that ‘‘middling shall be 
deemed the basis grade incorporated into the contract if 
no other basis grade be specified either in the contract or 
the memorandum evidencing the same; third, the cotton 
delivered shall be ‘‘of or within the grades for which stand- 
ards are established by the Secretary of Agriculture except 
grades prohibited from being delivered on a contract made 
under this section’’; the differences for grades other than 
middling shall be the commercial differences ‘‘determined 
as hereinafter provided’’; Sect. 5 (Subdiv. 5), ‘‘Provided 
that cotton, because of the presence of extraneous matter 
of any character, or irregularities, or defects, is reduced in 
value below that of Low Middling, or if tinged, cotton that 
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is below the grade of Strict Middling, or if yellow stained, 
cotton that is below the grade of Good Middling, the grades 
mentioned being the Official Cotton Standards of the 
United States, or cotton that is less than seven-eighths of an 
inch in length of staple, or cotton of perished staple, or 
cotton that is gin cut or reginned, or cotton of immature 
staple, or cotton that is repacked, or false packed, or mixed 
packed, or water packed, shall not be delivered on, under, 
or in settlement of such contract’’; fifth, all tenders shall 
be of the total number of bales mentioned in the contract 
with such variation as weight may render necessary, and 
notice in writing or delivery must be given on the fifth busi- 
ness day prior to the day of delivery; sixth, when the cot- 
ton is tendered there must accompany each tender a written 
statement of each and every bale by tag number, showing 
the grade; seventh, all cotton tendered shall be classed by 
Government classers in accordance with rules made by the 
Secretary of Agriculture; eighth (Section 6): 


That for the purpose of section five of this act the differences 
above or below the contract price which the receiver shall pay for 
cotton of grades above or below the basis grade in the settlement 
of a contract of sale for future delivery of cotton shall be deter- 
mined by the actual commercial differences in value thereof upon 
the sixth business day prior to the day fixed, in accordance with the 
sixth subdivision of section five, for the delivery of cotton on 
the contract, established by the sale of spot cotton in the market 
where the future transaction involved occurs and is consummated 
if such market be a bona fide spot market; and in the event there 
be no bona fide spot market at or in the place in which such future 
transaction occurs, then, and in that case, the said differences 
above or below the contract price which the receiver shall pay 
for cotton above or below the basis grade shall be determined 
by the average actual commercial differences in value thereof, 
upon the sixth business day prior to the day fixed, in accordance 
with the sixth subdivision of section five, for the delivery of 
cotton on the contract, in the spot markets of not less than five 
places designated for the purpose from time to time by the 
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Secretary of Agriculture, as such values were established by 
the sales of spot cotton, in such designated five or more markets; 
Provided, That for the purpose of this section such values in the 
said spot markets be based upon the standards for grades of 
cotton established by the Secretary of Agriculture: And Pro- 
vided Further, that whenever the value of one grade is to be 
determined from the sale or sales of spot cotton of another grade 
or grades, such value shall be fixed in accordance with rules and 
regulations which shall be prescribed for the purpose by the 
Secretary of Agriculture. 


There are other clauses in the law giving the Secretary 
of Agriculture power to look into books, papers, records, 
and other memoranda of transactions in cotton, and to 
examine dealers in cotton, in order to ascertain prices and 
other information in regard to cotton dealings. There is a 
clause imposing a tax of two cents a pound on all future 
contracts not made in accordance with this law, and there 
are various clauses about regulations. The really vital 
parts of the law are given in the paragraph above. We 
shall take up the details of the law at length as we come 
to them in discussing the various future Exchanges. 


CHAPTER XIX 
FUTURES: NEW YORK COTTON EXCHANGE 


New York Cotton Exchange.—Of the three large future 
markets, New York, New Orleans, and Liverpool, the New 
York market is the oldest, and it is also the one in which 
the largest volume of future transactions is carried on. It 
seems proper, then, that we should study the New York 
market in considerable detail, and subsequently in later 
chapters take up New Orleans and Liverpool in more gen- 
eral outline. We have just completed a survey of the 
United States Cotton Futures Act, and the outline of the 
New York and New Orleans future contracts will elucidate 
clearly the details of the law. 

The New York Futures Contract.—The contract for 
the future delivery of cotton, as dealt in on the New York 
Cotton Exchange, may be found on page 24 of the book 
of By-laws and Rules, published by the Exchange, as fol- 
lows: 


New-York, .2i0.sssau08 » 492. 

A. B. of the County and State of New York have this day 

(sold to) (deliver to 
(ae bone from C. D., and agree to fer a from C. D. 
of the same place, 50,000 pounds in about 100 square bales of 
cotton, growth of the United States, at the price of........ cents 
per pound for middling, with additions or deductions for other 
grades in accordance with the provisions of the United States 
Cotton Futures Act, Section six, deliverable from licensed ware- 
houses, in the Port of New York, between the first and last days 
OL Teitsaweees inclusive, the delivery within such time to be at 


seller’s option, in one warehouse, upon notice to the buyer, as 
216 
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provided by the By-laws and Rules of the New York Cotton 
Exchange. The cotton dealt with herein or delivered hereunder 
shall be of, or within, the grades for which standards are estab- 
lished by the Secretary of Agriculture, except cotton prohibited 
from being delivered on a contract by the fifth sub-division of 
Section 5 of the United States Cotton Futures Act, and shall 
be of no other grade or grades, and shall be subject to New York 
Cotton Exchange inspection. 

Either party may call for a margin, as the variations of the 
market for like deliveries may warrant, which margin shall be 
kept good. 

This contract is made in view of, and in all respects subject 
to the regulations made pursuant to said United States Cotton 
Futures Act and to the By-laws and Rules of the New York 
Cotton Exchange not in conflict with said Act or said regulations. 
Subject to the United States Cotton Futures Act, Section Five. 


Basis Middling Contract.—It will be noted that the price 
per pound agreed upon between the buyer and seller is for 
middling ‘‘with additions or deductions’’ for other grades. 
This makes the contract a ‘‘basis middling contract.’’ <Ac- 
cording to the law, as amended in March, 1919, nothing 
below low middling can be delivered on future contracts. 

Fixing Differences.——The Secretary of Agriculture did 
not designate New York as a ‘‘spot’’ market, and, conse- 
quently, the differences ‘‘on’’ and ‘‘off’’ middling for 
grades other than middling delivered on future contracts 
in New York must be fixed by the average of the spot mar- 
kets designated by the Secretary. ‘At the present time there - 
are ten such markets, as follows: Galveston, Dallas, Hous- 
ton, Little Rock, Memphis, Montgomery, Augusta, Savan- 
nah, Norfolk, and New Orleans. These markets all have 
local Cotton Exchanges which forward by wire to the New 
York Cotton Exchange, and also to the Bureau of Markets 
of the Department of Agriculture, every day, the differences 
prevailing in their market between the various grades. 
These differences are posted on the floor of the New York 
Cotton Exchange, together with the averages worked out 
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from them to prevail on deliveries on future contracts and 
the date on which those average differences will prevail. 
Five-Day Notice of Delivery.—A notice in writing of 
the intention to deliver cotton on a future contract has al- 
ways been required on the Exchange, but, in the old con- 
tract, prior to 1914, a three-day notice was all that was 
necessary. There was also a provision that on the last 
business day of the month a ‘‘short’’ notice could be sent 
out in the morning for deliveries that afternoon. Trading 
in the current delivery ended at twelve noon on the last full 
business day of the month. The idea of the rule was to give 
every facility to those who wished to deliver cotton on 
contract; and also to prevent the possibility of cotton 
which could not be delivered arriving in New York during . 
the month. For example, a merchant might have cotton in 
transit for delivery in October, which through stress of 
weather at sea, or delayed transportation by rail, did not 
arrive in the port of New York until the 30th of the month. 
If he could get that cotton to the warehouse, and have it 
inspected before sundown on the 31st, he could still deliver 
on October contracts by issuing a ‘‘short”’ notice on the 
morning of the 31st. The notion prevailed in the South 
that it was bad for the price of cotton, that is to say, that 
it tended to depress the price of cotton to have deliveries 
made on future contracts, and that the rules of the New 
York Exchange made it very easy to deliver. The latter 
part of the idea was entirely correct, the rules were espe- 
cially designed to facilitate deliveries for the purpose of 
rendering ‘‘corners’’ as difficult as possible. However, the 
southern idea was adopted in Washington, and a five-day 
notice required. The result is a hardship to the southern 
merchant, who finds it more difficult to deliver against con- 
tract than was formerly the case. Delivery on future con- 
tracts is a valuable method of reducing one’s stock of cotton 
of a character not immediately desired by the spinner. In 
fact, one of the functions of the future market is to ‘‘carry” 
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such cotton until it is wanted. But the merchant can often 
sell to better advantage to a spinner than he can deliver, 
and he is always desirous of waiting till the last moment 
before actually making a delivery on a future sale. The 
five-day notice and the doing away with trading in the cur- 
rent delivery five full business days prior to the end of 
the current month are so many additional handicaps to the 
southern merchant. We shall discuss the price question 
later. 

Pro Forma Bills——Another great subject of discussion 
at the time of the passage of the Cotton Futures Act was 
the so-called ‘‘pro forma’’ bill. It was customary in the 
New York market when the classification of the cotton was. 
not complete at the time of delivery to deliver the cotton 
on a ‘‘pro forma’”’ bill. The price of middling was charged 
and the differences on and off billed later when the Classi- 
fication Committee had classed the samples. Once again 
the idea was to facilitate deliveries. In 1910 a series of 
<‘eorners’’? ran in all the deliveries from May up to and 
including August so that the mass of cotton delivered on 
contract was greater than ever before or since. The ware- 
houses were congested, the Classification Committee was 
swamped and final bills were very greatly delayed simply 
by the rush of cotton to be classed. The pro forma bill was 
an unmitigated nuisance to the receivers of cotton that 
summer, the more so as weeks would elapse before the com- 
pleted class and formal bill could be delivered. On the 
other hand, the merchants who desired to deliver cotton on 
contract at high prices would not have been able to do 
so without the pro forma bill rule. Balancing the good and 
the evil, a good general rule to follow is that anything 
which facilitates deliveries and tends to prevent corners is 
a good thing for the trade at large, unless it can be shown 
the rule is entirely unfair. For example, it would not be 
equitable to allow sellers to default on their contracts. The 
rule of the trade should be that, aside from anything as 
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extreme as that, it is better to facilitate deliveries than to 
be considerate of the receiver. 

Government Regulations.—The requirement that the 
bales should be classified by tag number, instead of by lot 
number, as in the old days, was a distinct step in advance. 
It was also thought that this did away with the pro forma 
bill. In the old form this is true, but the Government 
classers have found it necessary to adopt a modified form, 
which they call ‘‘Delayed Certification.’? The rule reads: + 


Section 4. If on the morning of the delivery day specified in 
the transferable notice the cotton class certificates covering the 
cotton involved are not ready for delivery when called for, 
the tenderer of the cotton shall present to the board of cotton 
examiners a written notice, stating to the best of his knowledge 
and belief the true grade of each individual bale to be delivered, 
properly identifying each bale with its grade. If the foregoing 
requirements of this regulation shall have been complied with, 
the chairman of the board shall cause to be written or stamped 
on such notice a statement validating it for use in the tender 
only on such delivery day of the cotton covered thereby pending 
the issuance of cotton class certificates in accordance with these 
regulations. The tenderer shall on such delivery day deliver such 
notice to the receiver of the cotton, together with the warehouse 
receipts and such other papers as may be necessary to the delivery 
of the cotton on such day. 


Transferable Notices.—The law requires five full days’ 
- notice of delivery and the rules of the Exchange comply 
with the law. The notice must be given in writing and the 
following form is prescribed according to the By-laws and 
Rules of the New York Cotton Exchange: 


TRANSFERABLE NOTICE 
(9.59 A. M.) 
To: H. Bros and Co. 
Take notice that, on......csices we shall deliver you 50,000 
pounds in about 100 square bales of cotton, in accordance with 
the terms of our contract sale to you. 


1 Regulation Number 8, Paragraph 4. 
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We pledge ourselves to deliver on the day specified for delivery 
to the last holder hereof, a warehouse receipt or receipts, together 
with a certificate of grade, or certificates of grade or a validated 
notice of grade (as provided in section 44 of the By-laws), upon 
written notice of the holding of this notice, given to us by the last 
holder thereof before four o’clock P. M. on the next full business 
day following the day on which this notice is issued. 

This notice is to be delivered to us simultaneously with our. 
delivery of the warehouse receipt or receipts to the holder 
thereof. 

(Signed) lL. Bros and Co. 


ConDITIONS 

Each of the acceptors agrees that the last acceptor hereof will 
before 4 P. M. on the ...... Gy OF | 6 asc aon give written 
notice of the holding of this notice to L. Bros and Co., and on 
(Ate eeeteie DOE goeraie< ss ss receive from L. Bros and Co. a 
warehouse receipt or receipts, together with a certificate or cer- 
tificates of grade, or a validated notice of grade (as provided in 
section 44 of the By-laws) for about 100 square bales of cotton 
and pay them the full amount of cents per pound therefor, 
settling with them on the basis of Middling with allowances for 
variations for grade in accordance with the quotations established 
on the sixth business day prior to the date of delivery. It is fur- 
ther agreed that each acceptor shall continue his (or their) lia- 
bility to each other for the fulfillment of the contract until this 
notice shall have been returned to (L. Bros and Co.) and a ware- 
house receipt or receipts for the cotton to be delivered, received 
by the last acceptor hereof from (L. Bros and Co.) at which time 
all responsibilities of intermediate parties shall cease. 

(Signed) H. Bros and Co. 


Form or DEMAND 


Time Received Accepted by Transferred to 
10.07 A. M. H. Bros. and Co. G. and Co. 
11.15 G. and Co. H. D. and Co. 
11.30 H. D. and Co. Ss. M. W. and Co. 
11.45 S. M. W. and Co. H. H. and Co. 
12.00 Hee and. Co; P. P. and Co. 


Handling of Notices—When the cotton is ready for 
delivery, a notice is issued in the above form and delivered 
to the party to whom the contract was sold. He must re- 
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ceive the notice prior to the opening of the Exchange. If 
the party receiving the notice has open on his books con- 
tracts he has previously sold in the same delivery month, 
then he can pass on the notice, or ‘‘transfer’’ it in the form 
shown above. If he receives the notice, and has no open 
contracts, then he can either ‘‘stop’’ the notice and later 
take up the cotton, or he can sell a contract in the market 
and pass on the notice to the buyer. He has, in the first 
instance, until eleven o’clock to make such a sale and trans- 
- fer. After that hour he must make his sale and transfer 
his notice within fifteen minutes. If the notice is ‘‘late,’’ 
that is to say, if it is more than fifteen minutes before the 
next firm receives it, then the notice can be refused, and the 
cotton must be taken up by the party with whom the notice 
rested before the time had elapsed. On the last notice day 
of the current delivery notices can be started as late as 
eleven if so desired and must be transferred within the 
fifteen minutes. 

First Notice Day.—This is the term used to describe 
the first day on which notices can be issued for cotton to 
be delivered on contracts maturing during a certain month, 
as, for example, ‘‘first notice day for deliveries on October 
contracts.’’ The date of the first notice day is determined 
by the provision requiring five days’ notice of delivery. 
There is often great confusion on the opening of the mar- 
ket on a first notice day when notices to deliver a large 
amount of cotton are issued. On one occasion, when my 
own firm was ‘‘taking up’’ a lot of cotton on January con- 
tracts, our office ‘‘stopped’’ notices on over 28,000 bales of 
cotton between ten and ten-thirty. 

’ Demands.—The final holder of a notice is required to 
send a written notification to the firm which issued the 
notice. This is called a ‘‘demand,’’ must be stamped in the 
office of the Superintendent of the Exchange to show the 
date and time, and must be presented to the issuer of the 
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notice by 4 P. M. of the next full business day after notice 
is received. The form is: 


Form or TRANSFER 
To Messrs. L. Bros and Co. 


Please take notice that we hold your transferable notice for 
the delivery of 100 bales cotton on ........... and hereby make 
demand upon you for the same. 


(Signed) H. Bros anv Co. 


Physical Preparation for Delivery—Meantime the bales 
themselves are made ready for delivery, that is to say, they 
are inspected, weighed, sampled, and classed. The weigh- 
ing is done by a weighmaster duly licensed by the Ex- 
change and the cotton is handled in the presence of an 
Inspector employed by the Exchange, whose business it is 
to see that the bales are in good order, are not mixed packed, 
water packed, false packed, or otherwise unfit for delivery 
under the law. The cotton is sampled by a licensed sampler 
under the supervision of the Inspector and in a manner 
prescribed by the Government regulations. A sample is 
taken from both sides the bale to show any possible mixed 
pack. The bales and samples are tagged, and the samples 
sent to the Government Board of Classers for classification 
according to the law. The fact that the Government han- 
dles the classing has relieved the Exchange of all respon- 
sibility and has much facilitated business. The charges 
vary from time to time, but the charge for certificating cot- 
ton has always been higher than in the days when the Ex- 
change did the work. 

Actual Delivery of Warehouse Receipts and Bills.— 
The deliverer must deliver the warehouse receipts before 
two o’clock on the day specified in the notice and musi be 
paid by certified check in full the amount of the bill, An 
exception is made when the delivery is on validated cer- 
tificates of grade. In that case the bill is only approximate 
and the final bill is presented when the grade certificates 
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are received. The bill and the certificates of grade, or the 
validated certificate, together must be sent to the receiver 
by eleven on the morning of the delivery so he can check 
up and be prepared to pay in the afternoon. The bill must 
show the marks and weights of the bales. If the cotton is 
delivered within five days of the weighing no allowance for 
loss in weight is required, otherwise the allowance is one- 
half pound per month or fraction thereof. If the cotton is 
uncompressed it carries a penalty of one-half cent per 
pound. The receiver is billed for one-half the cost of in- 
specting and classing the cotton. When the warehouse 
receipts are presented, duly stamped by the Inspection 
Bureau of the Exchange, an order for the samples is also 
attached. The deliverer then gets his certified check and 
the delivery is complete. 
Defaults—tThe rule is as follows ?: 


An intentional default in the delivery of cotton shall be 
reported to the Supervisory Committee, and shall be ground for 
expulsion. The default shall be adjusted in the same manner 
as is provided for an unintentional default. 

In the case of an unintentional default, the deliverer shall 
immediately notify the receiver of his inability to make delivery 
of all or any portion named in the contract, and the bases of 
settlement for defaults in delivery of cotton due on such contract 
shall be the price of the current month (or if trading in that 
month has ceased, in the next succeeding month) established as 
soon as practicable after the default is made known, plus a 
penalty of one half a cent a pound, and also any additional loss 
that may prove to have been incurred not covered by the fore- 
going penalty. Where a default has been made known after 
business hours, the settlement shall be made on the quotations 
established on the opening of the following business day. 

Where a receiver has failed to receive and pay for any delivery 
properly tendered, he shall be responsible to the deliverer for any 
loss incurred. 


I do not recall any intentional default, but there have 
been cases of accidental default. On one occasion, on the 


2 New York Cotton Exchange Rule 7. 
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last delivery day, a lighter sank at the wharf, and cotton 
being trucked ashore for inspection in ample time to be 
handled was thrown into the water. It was impossible to 
get the bales reconditioned in time, and, as it happened, 
impossible to secure, at that particular warehouse, sufficient 
bales to entirely replace the damaged cotton, so that an 
unintentional default resulted. On another occasion, a 
comparatively new firm forgot the last day of trading and 
failed to make delivery on some five hundred bales. A 
penalty of $2.50 per bale assisted them to a better under- 
Standing of the rules. 

Delivering on Contract.—It is sometimes thought that 
the delivering of cotton upon future contracts is either of 
interest to members of the Exchange alone, or else is a 
rather pernicious practice, because it is sometimes alleged 
that the fear of deliveries tends to depress the price. As a 
matter of fact, one of the important functions of a future 
market is to receive cotton on contract, and the easier it is 
made to deliver on future contracts the better the Ex- 
change is able to fulfill one of its important functions in 
marketing the cotton crop. The necessity of buying a great 
deal of cotton in order to select out even-running cotton 
for his spinner customers often leaves the merchant with a 
stock of cotton for which he has no immediate use and yet 
which he has been compelled to purchase. Some one must 
carry that cotton until such time as the spinner has use 
for it. If that cotton can be delivered: on future contracts, 
the merchant has his capital released for further purchases. 
In this manner he is enabled to do a larger business, and, 
of course, the more he can buy at any reasonable price the 
better for the farmer. Moreover, when a merchant cannot 
find an outlet at once for his surplus cotton he will refrain 
from buying the grades not immediately in demand. This 
leaves the farmer to carry the load. It is one of the func- 
tions of merchants engaged in business on the organized 
future exchanges to take up this sort of cotton on future 
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contract deliveries and to carry it until the spinner needs 
it. Of recent years the cotton not in demand has been of 
the lower grades, and a part of the foolish agitation against 
low-grade cotton was devoted to preventing its delivery on 
future contracts, an attempt partially successful. It is 
certainly better to have the merchants carrying such cot- 
ton than to have the farmer selling it in despair at far 
below the cost of production, and far below the actual value 
to the spinner, as was the case in 1919 and 1920. Of recent 
years it is the low grades thus carried by the future mar- 
kets, but any one in the trade can recall that deliveries of 
high-grade cotton on October New York contracts in 1905 
were regarded as a bad thing for the South owing to the 
same mistaken notion about prices. 

Amounts Delivered.—The amount delivered on future 
contracts always varies with the seasons. Under normal 
conditions a large crop, and especially a large crop at a 
time of industrial depression, or a large crop of cotton un- 
desirable at the moment, means a large turnover of spot 
cotton on future contract deliveries. On the other hand, 
the absolutely largest deliveries ever made on contract were 
in 1910, a year of very small crops and attempted corners. 
With a surplus of cotton the amount delivered on future 
contracts should be’ large, so that the Exchanges will per- 
form their share of carrying the load. Deliveries in the 
past ten years on future contracts in New York have been 
as follows: 1909-1910, 1,005,300 bales; 1910-1911, 658,200 
bales ; 1911-1912, 499,300 bales; 1912-1913, 380,100 bales; 
1918-1914, 414,500 bales; 1914-1915, 169,600 bales; 1915- 
1916, 154,800 bales; 1916-1917, 137,400 bales; 1917-1918, 
105,200 bales ; 1918-1919, 127,500 bales; 1919-1920, 85,400 
bales ; 1920-1921, 267,700 bales; 1921-1922, 536,600 bales. 

It will be noted that the deliveries fell off sharply in the 
war years. This was due in part to the small crops and in 
part to the transportation difficulties which made it trouble- 
some to get cotton to New York. 


CHAPTER XX 
TRADING ON THE NEW YORK COTTON EXCHANGE 


Fluctuations.—The future contract calls for the delivery 
of ‘‘about 100 bales,’’ or about 50,000 pounds of cotton. 
The receiver is not required to accept a tender with a varia- 
tion of more than 1 per cent from this weight. For the 
purpose of actual trading in future contracts, it is assumed 
that the delivery will always be 100 bales, weighing 50,000 
pounds. The actual readjustment on deliveries varying 
from this weight is made at the time of delivery. In figur- 
ing the value of a future contract, the weight is always 
50,000 pounds. The fluctuations are in 11/100 (.01) of a 
cent per pound. If you will point off hundredths from the 
weight of the contract, you will have 500. In other words, 
each fluctuation amounts to five hundred cents on a contract 
of 100 bales, 50,000 pounds. Of course, 500 cents are $5, 
so it results that each fluctuation is $5 on a contract of 100 
bales, which is the unit of trading. 

Points.—Each fluctuation of 1 1/100 cent is called a 
“‘point,’’ and the market is said to move in points. If you 
see December New York quoted at 17.85, it means that the 
price of December contracts for future delivery in New 
York is seventeen and eighty-five one-hundredths cents per 
pound. Perhaps it would seem more simple if we put it 
thus: Seventeen cents and eighty-five one hundredths of 
a cent per pound. If the market is advancing, the next 
price should be 17.86, then 17.87, 17.88 and so on. If the 
market is declining, the next price should be 17.84, then 
17.83, then 17.82 and so on. If the market is moving 
rapidly, it may ‘‘jump’’ these separate points, as for 
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example, when December sells at 17.85, and the next sale 
is at 17.88. 

Dollars per Bale—It is obvious that, as one poimt 
amounts to $5 per contract twenty points will amount to 
$100 per contract, which is exactly a dollar a bale. The 
trade have a way of saying the market is up or down so 
many dollars a bale, so it is as well to realize what they 
mean. As twenty points is a dollar a bale, so forty points 
are two dollars a bale, sixty points are three dollars a bale, 
eighty points are four dollars a bale, and one hundred 
points, a full cent a pound, are five dollars a bale. Thus, a 
change in value of a cent a pound amounts to $500 on a 
contract of 100 bales. The fractions of a cent are also 
sometimes used by the trade who will talk of an advance or 
decline of a quarter of a cent per pound. A quarter of 100 
points is 25 points, or $125 on a 100 bale contract, a half 
cent is 50 points or $250, and three quarters of a cent are 
75 points, or $375 per contract. 

Long and Short.—A merchant who has bought cotton 
future contracts and has not yet resold them, or who has 
bought spot cotton and has not yet resold it, is said to be 
‘‘long’’ of the market. On the other hand, a merchant who 
has sold future contracts and has not yet repurchased 
them, or who has sold spot cotton forward and has not yet 
bought it, is said to be ‘‘short’’ of the market. The cotton 
merchants, when they sell spot cotton ahead to a mill or to 
another merchant, usually ‘‘cover’’ themselves by the pur- 
chase of contracts for future delivery. Such a transaction 
leaves the merchant long the futures and short the spots. 
Similarly, when a merchant buys spot cotton which he 
cannot immediately resell, he covers himself by the sale of 
contracts for future delivery ‘‘against’’ the spots. In that 
case he is long the spots and short the futures. In both 
these cases the merchant is ‘‘even’’ on the market. This 
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fort of transaction is ‘‘hedging,’’ about which we shall 
have much to say in later chapters. 

Maximum and Minimum Fluctuations.—On February 1, 
1917 there appeared the announcement from the German 
Government that their submarines would sink without 
notice allied or neutral ships in the North Atlantic. A 
great deal of cotton was held in the South in anticipation 
of higher prices on an expected ‘‘peace note.’’ This cotton 
was at once for sale, the holders attempting to resell in a 
body at the opening of the New York market. The result 
was the worst decline the cotton market ever saw, prices 
breaking five cents a pound or $25 per bale on that memor- 
able opening call. The losses were enormous and there 
was much talk as to what should be done to prevent such a 
collapse in the future. After the United States entered 
the War, the Washington authorities were very much afraid 
that some such panic might again occur, and they requested 
the exchange to adopt a rule covering fluctuations. The 
result is Rule 26 as follows: 


Trades for the future delivery in any one month shall, during 
any one day, not be made at prices varying more than two cents 
per pound above or below the closing bid price of such month 
on the preceding business session of the Exchange. Nor shall 
trades in any month be made in any one day at an advance of 
more than two cents a pound above the lowest previous price 
of such month on that day, or at a decline of more than two 
cents a pound below the highest previous price of any such month 
on that day... . The provisions of this rule shall not apply to 
trading in the current month on and after the fifteenth day 
thereof. 


In theory the rule is intended to stop trading until buyers 
appear and thereby prevent any such collapse. It has 
worked well in minor emergencies but there is doubt as to 
how it will work in the case of any such panic as occurred 
February 1, 1917. The danger is that when you stop trade 
at a decline of two cents a pound, you will leave a lot of 
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unsold cotton still hanging over the market. Every one 
knows that the cotton is there, and that knowledge may 
deter buyers who would otherwise be attracted by the de- 
cline in price. The next day you reopen the market and 
there is an immediate decline of another two cents a pound 
and you still have unliquidated cotton. There is then, at 
high prices, a distinct element of danger in this rule. 
Trading in Eleven Months.—The first paragraph of 
Rule 8 reads ‘‘No contracts shall be made nor recorded for 
any month excepting the current month or the eleven 
succeeding months’’ in other words if this is the month of 
September you can trade in contracts for delivery up to 
and including the following August and not beyond. 
Trading Ring.—The actual trading is done around a 
‘‘rine’’ or raised platform, with three steps up and three 
steps down again into the center of the circle. At the 
bottom of the inside steps is a stout, wooden rail fastened to 
brass posts, so that the brokers will keep the center clear. 
The whole arrangement is like the grain ‘‘pit,’’ except that 
it is not so small and that the grain pits have no railing at 
the bottom of the steps. At one side of the ring is a 
wooden pulpit, known as the ‘‘rostrum’’ and from which 
the superintendent conducts the calls and makes announce- 
ments. On the other side of the ring and raised above it is 
a small gallery with a blackboard on which clerks write the 
quotations of the transactions made in the ring below. At 
the right of this board is a smaller one for Liverpool 
quotations and to the left another board for New Orleans. 
There are smaller boards for the previous day’s ‘‘closing 
prices,’’ for maximum and minimum trading limits, for 
the high and low of the current day, and a plain board 
for announcements. Alongside the rostrum are indicators 
which can be moved by pressing a button. These indicators 
have all twelve months printed on a circular drum so that 
any one month can be brought into view. Their normal 
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position is to show the current month. Just above the 
rostrum is a large brass gong which is rung for the opening 
and closing, and also for special announcements. 
Opening Call.—The market is opened by a ‘‘eall’’ of all 
the months in which there is trading. The superintendent 
appears on the rostrum just before ten, New York time, 
and at ten rings the gong, and announces ‘‘ Proceed with the 
Call, September’? (or whatever is the current month). 
Then all wishing to buy or sell September make their bid 
or offers which are repeated by the superintendent, acting 
as chairman, the whole affair being very like the usual 
auction. The chairman will continue as follows ‘‘Septem- 
ber, 18.25 bid, offered at 30, sold at 30, 35 bid, offered at 
40, any more September ?’’ then ‘‘ October, 18.55 bid, offered 
at 60, 57 bid, offered at 60, sold at 60, 62 bid, offered at 64, 
sold at 64, any more October? November, 70 bid, offered 
at 80.’’ Between each month the chairman raps with the 
hammer, and turns the indicator to the month in which the 
trading is being done. After the list has all been called, 
the chairman moves the indicator back to show the current 
month, raps with his hammer and announces ‘‘Call ad- 
journed, Market open.’’ Trading is then carried on around 
the ring in all months simultaneously. There are two other 
calls, one at 11:45 and another at 2:45, known as the second 
and third ealls, respectively. The chairman conducts these 
in the same manner as he does the opening call and while 
they are going on, trading in the open market is suspended. 
The second and third calls are omitted on Saturdays. 
Open Market.—In a busy market, or, as the brokers call 
it, a ‘‘fast’’ market, confusion seems very great, but as a 
matter of fact there is little real disorder. Trading is done 
by word of mouth or, as the rule says, ‘“‘by open outery.”’ 
There is also a set of very simple signals. In the cotton 
market a man buys by beckoning with his hand toward 
himself, as though he were pulling something toward him, 


232. COTTON AND THE COTTON MARKET 


while he sells by the reverse gesture, that is, pushing his 
hands away from himself. He indicates the number of 
contracts by holding up the correct number of fingers. Thus 
both hands held up with all ten fingers outstretched are the 
signal for ten contracts or a thousand bales. On orders of 
over a thousand the broker usually flashes his hands the 
requisite number of times, at the same moment announcing 
the quantity thus: ‘‘One thousand, two thousand, three 
thousand, all I have,’’ or whatever the quantity may be.* 

Rules of Trading; Floor Committee.—The Floor Com- 
mittee is charged with the duty of enforcing rules of trad- 
ing which are printed at length in the by-laws and rules 
of the Exchange. Any member making a bid or an offer 
shall take any part that is sold him or bought from him. 
He cannot refuse to trade in a part of a whole lot. For 
example, a broker bidding ‘‘55 for a thousand October,”’ 
must accept the sale of a single hundred bales. No “‘all or 
none’”’ bids and offers are allowed. 

Disputes as to the priority of any bid or offer are settled 
by the Floor Committee, usually by leaving it to a viva 
voce vote of all the members around the ring at the moment. 
In ease of a simultaneous acceptance of a whole bid or 
offer, or a part of a bid or offer, the whole has precedence. 
The Floor Committee is also charged with preventing frivo- 
lous or misleading bids and offers, and with the preserva- 
tion of order around the trading ring. The latter is more 
or less of a joke, as, in an inactive market, any amount of 
horse play is condoned, the Committee never interfering, 
unless business be interrupted. The Committee must also 
see that no ‘‘puts’’ or ‘‘calls’’ are done, since these are 
prohibited by the by-laws. All bids and offers are for 
contracts of one hundred bales at least, since that is the 


1 The use of the hands in trading in the grain pits varies very much 
from the above signals. Do not attempt to follow grain trading with 
cotton signals. 


TRADING ON THE NEW YORK EXCHANGE 233 


minimum of trading, and all bids and offers must be in one 
one-hundredths of a cent, or more, as lesser fractions are 
not recognized. 

Comparisons; Disputed Trades.—It is the duty of the 
seller to see that the buyer knows the transaction has been 
made. The seller must ‘‘compare’’ with the member to 
whom he sold his cotton in order that there may be no 
misunderstanding. There is nothing to prevent the buyer 
from comparing, and as a matter of fact, the careful 
broker, whether a buyer or seller, will be certain there is 
no misunderstanding as to the trade. In the event of a 
dispute arising between two members as to the purchase 
or sale of a contract, the member claiming the purchase or 
sale, shall, unless there is a mutual understanding to the 
contrary, buy in or sell out the contract in dispute, and 
the loss resulting shall be settled by arbitration. As a 
matter of fact, disputes are less frequent than might be 
supposed, and are usually settled by an equal division of 
the profit or loss. It is rarely other than a loss, because, 
while the market can go only two ways, it can almost always 
contrive to go the wrong way in case of error. 

Records.—The rules require that ‘‘Every member of the 
Exchange shall keep, for a period of not less than six 
years, the original and complete written record of all 
transactions in cotton made by him in the New York market 
showing the dates of such transactions, the names of the 
parties thereto, the quantities bought or sold, and the price 
thereof.’’ 

Orders to Account.—The taking of customers’ ‘‘orders 
to account’’ is strictly prohibited by the rule, which reads: 
‘¢A member in executing an order is prohibited from be- 
coming a principal to such transaction, and he shall neither 
buy from nor sell to himself. Any member violating this 
rule may be suspended or expelled from membership by 
the Board of Managers, under section 81 of the by-laws.’’ 
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This brings us to the consideration of what are called 
‘bucket shops.’’ The origin of the term is variously 
described, but the meaning is only too plain. A bucket shop 
is an office which is ostensibly a broker’s office, but which 
does not actually execute any of the orders received, merely 
betting with the customer on the price of cotton. Such 
offices are not connected with any Exchange and are thor- 
oughly unreliable, usually closing up in haste if the cus- 
tomers are on the right side of the market. 

Unwritten Rules of Trading.—There are trade customs, 
or unwritten rules, which are rigorously enforced in the 
trading ring, simply by the force of the public opinion of 
the members themselves. It is not necessary for us to go 
into them, as they are all technical, but the underlying 
basis of them all is to make the trading as fair as possible. 
A single illustration will suffice. A member may announce 
the total amount which he wishes to buy or sell. He is” 
under no obligation to do so, but it may appear to him that, 
in the existing state of the market, he is more likely to get 
his cotton if he does make such an announcement. So he 
will bid for cotton, or offer cotton, announcing the exact 
amount in which he wishes to trade as for example: ‘‘I 
give 55 for 5,000 October, all I want,’’ or ‘‘I sell 5,000 
October at 55, all I have.’’ The unwritten rule is that this 
statement must be the exact and literal truth. He is not 
permitted to vary a single hundred bales from that an- 
nouncement. The ring has methods which will convince 
any trader it is best not to violate one of these trading 
customs. 

Ciosing.—When the hour of three, or twelve on Satur- 
days, approaches, the Chairman takes his place in the 
rostrum and at 2:55 or 11:55, the gong is rung as a pre- 
liminary signal. At one minute before the hour the gong 
is rung continuously until sharp three or twelve o’clock, 
when the Chairman raps for order with his gavel, and 
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announces ‘‘The market is closed.’’ Of course, in an active 
market, it is difficult to break trading off short, but the 
rules provide that no trades made after the gavel falls 
may be quoted, and the bidding and offering comes quickly 
to an end. 

Trading After Hours.—Trading after hours is pro- 
hibited by the rules, for the reason that unofficial transac- 
tions were made at prices varying from the official ‘‘closing 
bid and asked,’’ and these irregular quotations were wired 
South and to Europe and often caused needless alarm. 
This trading, irregular, and unlawful under the rules of 
the Exchange, is called ‘‘trading on the curb,’’ and is pun- 
ishable by a fine. It is necessary to mention the matter 
because some people, not familiar with the phrase, suppose 
it refers to some sort of trading in cotton out on the open 
street. 

' Reporting Transactions.—It is a very important matter 
that all transactions in future contracts should be immedi- 
ately reported. There are several uniformed reporters 
stationed at different points around the ring, whose duty it 
is to report all trades. As soon as they see a sale made, 
these men write the month and the price on a slip which 
is sent to an operator seated at a desk next the rostrum. 
He stamps the time on the slip, telephones the month and 
price to the clerks in front of the blackboard, and also puts 
the quotation on the wire which goes to the office of the 
Western Union Telegraph Company, and its subsidiary, 
the Gold and Stock Telegraph Company, which latter con- 
cern operates all the quotation machines or ‘‘tickers.’’ The 
same wire runs also to New Orleans and to other Southern 
cities, while a similar wire carries the New Orleans quota- 
tions instantaneously to the New York Exchange. These 
quotation wires are ‘‘blind’’ wires, that is to say, only the 
operator in New York or New Orleans can send over them, 
although any point on the wire can receive the quotations. 
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In this way, the wires are kept clear all the time for the 
quotations coming from either market, and delay is mini- 
mized. When we take up the matter of arbitraging between 
the markets, the importance of instantaneous quotations will 
be understood. The telegraph companies call the service 
from this wire ‘‘continuous quotation service.’’ They have 
also a less expensive service, which quotes the markets 
every fifteen minutes. This is called ‘‘C. N. D.’’ quotation 
service, after the ‘‘Commercial News Department’’ of the 
telegraph company, which handles the matter. There is a 
telegraphic code for all twelve months as follows: 

F stands for January; G stands for February; H stands for 
March; J stands for April; K stands for May; M stands for 
June; NW stands for July; @ stands for August; U stands for 
September; V stands for October; X stands for November; 
Z stands for December. 

These symbols are now used on the tickers. The long 
string of paper coming out of the machine, and on which 
the quotations are printed, is called the ‘‘tape.’’ Formerly 
the tape would read thus ‘‘NY 10.12 May 62..63..62.. 
NY 10.138 May 61. .60..58..59..NO1s 9.11 May 46..48 
..50..NO1s 9.13 May 48..46..45..43’’ and so on. Since 
the symbols were adopted the same ‘‘string’’ of quotations 
will read thus ‘‘NY 10.12 K..62..63..62..NY 10.13..K 
61. .60. .58..59..NOl1s 9.11. .K 46. .48..50..NOI1s 9.13.. 
K 48. .46..45. .48.”’ 

Committee on Futures.—The rule of the Exchange in 
reference to quotations reads as follows: 


The time and price at which every transaction is made shall be 
reported by the seller within ten minutes of its consummation, 
and if not reported by either party shall not be recorded in the 
record of transactions. Transactions made in any month above 
the price at which such month is offered, or below the price that is 
bid for such month, until what is offered shall be taken, or what 
is bid for shall be supplied, shall not be deemed made at the 
market price for such month and shall not be reported or 
recorded in the record of transactions. No transaction that is 
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not made by open outery shall be reported or recorded in the 
record of transactions. The names of the purchaser and seller 
shall be given when required. 


In order to see that this rule is obeyed, the Board of 
Managers appoints each month a Committee of five mem- 
bers known in the rules as the ‘‘Committee on Futures’’ 
and in the parlance of the trade, ‘‘the Quotation Commit- 
tee.’? This Committee has full charge of the reporting of 
all trades and settles all disputes. It also makes up the 
official ‘‘bid and asked’’ quotations at the close of the 
market, and settles the ‘‘tone’’ which shall be given. Thus, 
after the long string of bid and asked quotations, you will 
see the final notation ‘‘Market closed barely steady,’’ or 
“‘weak’’ or ‘‘strong’’ or ‘‘steady’’ or ‘‘very steady.’’ 
Those are the most frequent words used, but the Committee 
is not restricted to these formal words. You will see such 
phrases as ‘‘Market closed excited and irregular’’ or 
‘“Market dull.’’ The Committee has also the duty of see- 
ing that the highest and lowest prices traded in for each 
month during the day, are correctly quoted. This is called 
the ‘‘high and low,’’ sometimes abbreviated into ‘‘hiélo.’’ 
Disputes as to quotations are settled on the spot by the 
Committee on Futures. These disputes are usually that a 
quotation has appeared on the board in contravention of 
the rule quoted above. In case of such dispute, the Com- 
mittee decides whether or not the quotation shall stand. 
After the trades are posted on the blackboard and put on 
the wire, the quotations are entered in a book which has a 
complete record with the time of every transaction in fu- 
tures during each day. A summary is published of the 
record in the daily bulletin published by the Exchange. 

Notations on Tape.—When the Committee decides that 
a quotation should be cancelled, the following notice ap- 
pears on the tape ‘‘NY 10.20 Cancel NY 10.13 K 55.27) 
case of a mistake of the operator, the notation will read 
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“NY 10.20 Cancel NY 10.13 K 85 error should read NY 
10.13 K 55.’’ Every day at three o’clock with the quotation 
of the last sales made goes the symbol ‘‘gn on sls NY,”’ 
which means ‘‘good night on sales New York.’’ The ap- 
pearance of this signal on the tape is an indication that the 
quotation of the last sale has been printed. The same 
notice will follow for New Orleans, and then, in order as 
obtained, the tape will print ‘‘NY official Hi and lo. . . , 
NY Close, New Orls hi and lo and New Orls close.’’ After 
the last figures, and the last statistics have been printed for 
the day, the tape prints the notice ‘‘Good Night Tuesday 
September 26, 1922,’’ or whatever the date may be. Some- 
times on special occasions, the operator will add a touch of 
sentiment, as ‘‘Good Night Thursday December 24 1922 
—and a very Merry Xmas.’’ The tape begins each day 
with a-similar ‘‘Good Morning’’ and the date. 

Broker’s Memorandum and Contract Slips.—As an aid 
to memory and a record of the trades he has made, every 
broker always keeps memoranda of all trades made, show- 
ing the price, amount, month, and name to whom sold or 
from whom bought. These memoranda are usually in the 
form of a stiff card with proper rulings for the various 
notes as above. These cards are printed in black ink on 
one side for purchases and in red ink on the other for 
sales. These cards are taken by clerks and the trades 
‘‘written up’’ during the day on an abbreviated form of 
contract given below. Beginning at two o’clock and con- 
tinuing after the close, and until all trades made have been 
compared and signed, clerks holding power of attorney ‘‘to 
sign memoranda slips and contracts’’ are present on the 
floor of the Exchange. Every firm is required to have at 
least one clerk on hand for this purpose. You will note 
that the purchase slip given below reads ‘‘sold to,’’ while 
the sales slip reads ‘‘bought from.’’ Each clerk signs the 
other firm’s slip, that is to say if Jones and Co. sell Smith 
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and Co. one hundred bales of December, Jones’ clerk will 
sign Smith’s purchase slip which is headed ‘‘sold to Smith 
and Co.’’ The reverse is also the ease, Smith’s clerk sign- 
ing Jones’ slip which is headed ‘‘bought from Jones and 
Co.’? The purchase slip is printed in black and the sales 


slip in red. 
PuRCHASE SLIP 


New York 


SOLD TO 
L. Bros. and Co. of New York, N. Y. 
and agree to deliver to them, subject to the 
By-Laws and Rules of the New York Cotton 
Exchange, and the United States Cotton Futures 
Act, Section 5. 


A Eee ee ee 
Bales Deli At Cents Per Pound 
Cotton eee For Middling 


BOUGHT OF 
L. Bros. and Co. of New York, N. Y. 
and agree to receive from them, subject to the 
By-Laws and Rules of the New York Cotton 
Exchange, and subject to the United Cotton 
Futures Act, Section 5. 


At Cents Per Pound 


Bales : 
Cotton Pet) hacks For Middling 


CHAPTER XXI 


TRADING ON THE NEW YORK COTTON EXCHANGE 
(continued) 


Active and Inactive Deliveries——For some reason, not 
now clear, there is not the same volume of business tran- 
sacted in all twelve months in which contracts for future 
delivery are handled. It is possible that the peculiarities 
of the movement of cotton in the days of sailing vessels 
had something to do with the custom of trading in certain 
months to the exclusion of others. Whatever the reason, 
the twelve deliveries can be divided into three classes. The 
months which are always active are: January, March, May, 
July, October and December. The months which are 
usually inactive but sometimes active are : August and 
September. Those deliveries which are never active are: 
February, April, June and November. If an order to buy 
a January contract comes to the ring, the January can be 
bought immediately and within a point or so of the last 
quotation. It may be impossible to execute an order to 
buy February, unless the broker pays a substantial pre- 
mium above the rest of the market. It is almost inevitable 
that the February order will fail to find any one with an 
order in hand for February, with the result that the only 
person from whom a February can be bought is a ‘‘floor 
trader’’ operating on his own account. He will sell the 
February, but only at such price as will make it possible 
for him to buy some other month, say March against the 
sale and subsequently sell out his March and buy in the 


February at a profit. He takes very good care that the 
240 
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price he charges for his services in providing a February 
contract shall be such that he will make a profit. It is 
therefore foolish to trade in the inactive deliveries. 

Orders and Market Orders.—The common form of an 
order is what is called ‘‘a market order”’ or, as it is called 
sometimes, ‘‘an order at the market.’’ The phrase is self- 
explanatory, and means just what it says, namely, that the 
order is to be executed immediately at the prevailing price. 
Such an order would read as follows: ‘‘Buy 100 January.’’ 
_ When the broker receives such an order at the ring, he 
either takes an offer of January at what he considers the 
market price, or if he does not hear an offer, calls out 
‘January, what is doing in January?’’ or else he simply 
bids ‘‘I give 54 for January.’’ When he gets the cotton, 
he reports ‘‘Bought one January at 54.”’ 

Limited Orders——When the broker has specific instruc- 
tions as to the price, or the time, or some other instruction, 
he is said to have a ‘‘limited order.’’ For example, an 
order reading, ‘‘Buy two January 18.50’’ means that the 
broker is to purchase two contracts for delivery in Janu- 
ary, but at a price not above 18.50. He is ‘‘limited’’ to that 
figure. Some orders are limited as to time as for example, 
‘‘Buy one January on the opening.’’ That order can be exe- 
euted only on the opening call and at no other time. If it 
arrives after the opening, then it is the duty of the broker 
to so inform his client and ask for instructions. Similar 
orders are frequently given to buy or sell ‘‘on the close,’’ 
or at some specific hour of the day. It is quite frequent to 
receive orders to buy or sell at ‘‘eleven o’clock,’’ because, 
on account of the difference in time, that is the hour in 
New York at which the market in Liverpool closes. Such 
orders are to be executed at the same time that Liverpool 
closes, because they are connected in some manner with 
business in the English market. 

Stop-Loss Orders.—These orders are intended to pre- 
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vent the market running away from a trader, and are 
usually for the purpose of ‘‘stopping the loss.’’ Such 
an order will read ‘‘Buy one May 19 cents Stop,’’ or 
‘‘Sell one May 18.50 Stop.’’ Such an order means that 
the broker is to buy or sell either at the price named, 
or if that be impossible, at the best possible price 
as soon as the market reaches the figure named. The 
market must reach the level of the stop price before the 
order is operative. It is sometimes said that the May, for 
example, must sell at 18.50 before the broker can execute 
such an order. While the strict interpretation of the stop 
order may be as above, it is not practical in the market 
to have the broker so restricted. In case the month be not 
active at the moment, there might never be a sale or an 
offer at the price named, in which case, if the broker did 
not proceed to make a market for the cotton, the whole 
point of the customer in giving a stop loss order would be 
lost. It is often impossible to execute stop orders exactly 
at the price named. This is particularly true of the even 
figures, .25, .50, .75 and the even cents, at which figures a 
good many orders always accumulate. When the broker 
is unable to buy or sell exactly at the price named, the stop 
is said to be ‘‘jumped.’’ On every day when the market is 
excited and fluctuations are wide, there is complaint and 
trouble about ‘‘jumped stops.’’ For. this reason while stop 
orders are a protection, they are not the absolute protection 
they are thought to be by the unwary. In times of great 
excitement, as for example the famous morning of Febru- 
ary 1, 1917, they are a menace to the market and a positive 
death trap to those who have relied upon them for pro- 
tection. 
Switching Orders.—These are sometimes called ‘‘swap- 
ping’’ orders and they may be either limited, stop, or at 
the market as the case may be. For example, ‘‘Buy 1,000 
January and sell 1,000 March, January 30 under March,’’ 
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is a limited order since January must not be less than 30 
points under March when the order is executed. ‘‘Buy 
1,000 January and sell 1,000 March’’ is a market order. 
‘Buy 1,000 January and sell 1,000 March, January 25 
over March Stop,”’ is a stop loss order and is to be executed 
as soon as the ‘‘trading difference’? makes January 25 
points over March, at the best prices a broker can obtain 
after that time. These switching orders are difficult to 
execute, because it is not easy to simultaneously buy one 
month and sell another at exactly the prices needed to 
make a specified difference. 

Conditional Orders.—An order which is limited by some 
condition rather than by price is called a ‘‘conditional 
order.’’ Thus, ‘‘Buy one May if the strike is settled,’’ is 
an order based upon the condition that the strike shall be 
settled. Such orders are frequently based upon Govern- 
ment reports, as for example: ‘‘Buy one May if the 
Government estimates the crop at under ten million.”’ 
These orders are intensely disliked by the average broker 
for the reason that it is almost impossible to give a satis- 
factory execution. The order is not in force until a certain 
piece of news is known, and that information will cause 
the market to move quickly in the same direction as the 
order, with the result that the customer always complains 
that too high a price has been paid, or that the cotton has 
been sold at too low a figure. The market will usually sell 
off again after such a violent rise, so that the customer 
would do better to await the result of the news rather than 
to attempt to anticipate a movement which will not begin 
until his order is operative. 

Discretionary Orders.—An order which is not exactly 
limited, but which is to be executed in case the broker 
believes a certain fact, or holds a certain opinion is called a 
‘discretionary order,’’ as for example ‘‘If you think well 
buy one January.’’ Many brokers positively refuse such 
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orders on the ground the customer should do his own 
thinking. The feeling is sound, always supposing the 
customer is at a point where he can obtain quick informa- 
tion. Otherwise he has some justice on his side when he 
wishes assistance from his broker. Liverpool has a habit 
of sending orders to be ‘‘executed at your discretion but 
during the day.’’ 

Exchange Membership.—The New York Cotton Ex- 
change has 450 memberships held by men scattered all 
over this country and all over the world. Prior to 1914, 
there had been no distinctions between citizens of this 
country and alien members. In that year, after the War 
broke out, the Liverpool market experienced a great deal of 
difficulty with firms having contracts outstanding whose 
only partner resident in Liverpool was an alien and subject 
to internment. The realization of the fact that a similar 
situation might easily arise in New York led the Exchange 
to modify the by-laws as of November 1, 1915. All members 
elected after that date were compelled to make a statement 
to the Membership Committee as to their citizenship. If 
aliens, they cannot make a contract on the Exchange, they 
cannot sign a contract made on the Exchange, and they 
cannot permit their firm to sign a contract, unless there is 
a member of that firm, either a citizen of the United States 
or an alien member of the Exchange elected prior to 
November 1, 1915. With the exception of these restrictions 
and of the further restriction that an alien member cannot 
vote or hold office on the Exchange unless elected prior to 
November 1, 1915, there is no distinction made between 
members. All, whether aliens or citizens are entitled to 
privileges of the floor and to have their business carried 
at ‘‘members’ rates,’? which are half those charged to 
non-members. 

Election to Membership.—The membership of the Ex- 
change comprises men engaged in every branch of the 
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cotton trade and in every part of the world. There are 
spinners’ brokers in New England, manufacturers in differ- 
ent parts of this country, merchants in the South, in the 
North, in Europe, both Great Britain and the Continent, 
and also in Japan. The requirements for membership out- 
side the matter of citizenship, are simply the applicant 
should be twenty-one, should be of good character and 
financial standing, and should have such knowledge of the 
cotton business as the committee and the Board of Man- 
agers deem necessary. Every application for membership 
must be indorsed by at least one member of the Exchange 
and must be posted on the Bulletin Board in the Exchange 
room for ten days before it is acted upon by the committee 
on membership. That committee consists of a chairman, 
who must be a member of the Board of Managers, and four 
other members. They examine the applicant and his 
indorsers, and require the applicant to make an affidavit 
to the truth of his statements. If their report to the 
Board is in favor of the application, a majority vote of the 
Board elects the applicant. If the report of the committee 
is adverse, then a two-thirds vote is required to elect the 
applicant. 

Seats.—This word, as used to mean the right of member- 
ship in an exchange, is supposed to have originated in the 
fact that the members of the original board of stockbrokers 
in New York sat in chairs at their sessions. Whatever the 
origin may be, the word is regularly used now in the sense 
described, as for example ‘‘ Jones has a seat on the New York 
Cotton Exchange.’’ There are only 450 members and in order 
to be elected an applicant must procure a transfer to himself 
within 30 days of a membership. There is then a market 
value for memberships in the Exchange, which value 
changes very much from time to time. At this writing 
(1922) a membership in the New York Cotton Exchange is 
worth about $18,000. Should a member fail to meet his 
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obligations to his fellow members, his seat is sold after due 
process as prescribed in the by-laws and the amount realized 
by the sale is used to pay his Exchange creditors, any sur- 
plus amount remaining being turned over to his receiver 
for the benefit of the general creditors. 

Members in New York.—There are about 150 or per- 
haps 175 members of the Exchange who are daily present 
on the floor and attend to actual dealing in future contracts. 
These members are divided into various classes. First we 
have the merchants with their representatives and partners 
on the floor, who attend solely to their own business and 
execute no orders for outsiders. Then we have a much 
more numerous class of firms known as ‘‘commission 
merchants’’ who attend to orders in futures for customers 
in this country and in Europe. These commission houses 
may be merchants also and do business for themselves as 
well as for clients but their principal business is the execu- 
tion of orders for clients on commission. Then there are 
the ‘‘clearance houses,’’ also commission men, whose prin- 
cipal business is done for members of the Exchange present 
on the floor in New York. These members trade in and 
out of the market for their own account, and, not caring 
to run an office themselves, give the trades to the clearance 
house to handle for them at a moderate rate of commission. 
These firms ‘‘clear the contracts,’’ that is to say, they 
sign on them, both bought and sold, and render a state- 
ment to the member the next day, debit or credit, including 
a moderate rate of commission which is provided for this 
service in the by-laws. 

Actual Brokers Around Ring.—Around the ring, ac- 
tually executing the orders, are the members of the various 
firms who execute their own orders and those of their 
customers; ‘‘floor brokers’’ who handle orders for other 
members, either for their own account, or for the account 
of their customers; and ‘‘floor traders,’’ who trade in and 
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out of the market for their own account. We need say 
little of the firm members executing their own orders, for 
it is obvious that the firm will sign on the transactions 
made, which ends the matter. It is necessary to say a 
word as to the other two classes trading around the ring, 
for their functions are not quite so plain. 

Floor Brokers.—It frequently happens that the partner 
of a firm, who is a member of the Exchange, and entitled 
to trade around the ring, finds that he can occupy himself 
to better advantage in other details of the business. After 
all, ring work is very confining, and the man who is watch- 
ing orders in an active market for five hours, can hardly 
give much attention to other and important details of his 
business. Many firms, therefore, employ ‘‘floor brokers’’ 
to watch their orders, and attend to their execution. The 
floor broker is held strictly to account for the orders en- 
trusted to him, and, if the market ‘‘gets away from him,”’ 
he is responsible to his client for the cotton he should have 
bought or sold. They ‘‘give up’’ the name of the firm for 
whom they have bought or sold, and after they have done 
so, are no longer held responsible for the contract risk. 
Until they do notify the member with whom they have 
traded, that their principal is so and so, and the buyer or 
seller has accepted the name, the floor broker is personally 
responsible for the contract. Thus, if A buys from B 100 
January at 18.50, and has made the trade for the account 
of © and Co. and on their order, he must immediately 
notify B, that he ‘‘gives up’? C and Co. Then, if B 
accepts the name, and later in the day C and Co. fail, the 
floor broker A is not responsible for the purchase of the 
cotton. As a matter of common practice, A is usually too 
busy to manage his ‘‘give ups’’ until either late in the 
day, or after the close. In that case, if he has not told B 
that he bought the cotton for C and Co. and they fail, B 
will hold A for the trade, and A will have to stand any loss. 
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These floor brokers work hard in active markets, their 
risks are considerable, and the brokerage charge is not 
excessive. On the other hand, they do not have to obtain 
outside business, they have no ‘‘customer risk,’’ and they 
have no office expenses or office details with which to 
worry. 

Floor Traders.—These men trade in and out of the 
market for their own-account. They are sometimes called 
‘‘sealpers,’’ although the term so used is a little misleading. 
A floor trader may be a scalper, in practice he usually 
is, but he does not necessarily scalp the market. A scalper 
is a man who buys cotton at one price, with the expectation 
of almost immediately reselling at a higher price, or who 
sells cotton with the expectation of almost immediately 
covering at a lower price. In other words, he hopes to make 
money out of the small, immediate fluctuations of the 
market. He closely resembles the street buyer of the 
smaller southern town. Each will trade in the market at 
any moment, and each is valuable as a stop-gap, when no 
actual orders are available. Like his southern contempo- 
rary, the scalper is usually much abused by those who 
benefit from his operations. Since the scalper must either 
resell or rebuy at a profit in order to live, he will never 
trade at the offered price or at the bid price. That is to 
say, the sealper will not buy January at 50, when it is 
offered at that figure, nor will he sell January at 50, when 
that price is bid. He will buy at .48, or sell at .52, because 
by so doing he hopes ‘‘to turn around’’ at once at a small 
profit. When the scalper cannot see his way clearly, or 
more particularly when the market has been fluctuating 
very violently and rapidly, then he will withdraw entirely. 
It is then that his absence makes his value apparent. It 
cannot be expected that orders to buy and sell will always 
synchronize, and when the scalper is either afraid to trade 
or is so far alarmed that he wishes an extraordinary margin 
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on which to trade, it may be most difficult to either buy or 
sell. The market will be offered down sharply on a mod- 
erate order to sell, or bid up with equal violence on a 
moderate order to buy, before the order can be executed. 
The ring had a most expressive phrase to describe that 
character of market, only too frequent during the war 
years. They would say that the market had ‘“‘struck an 
air pocket.’’ The scalper is a valuable part of the market 
machinery and he earns his pay by always making a 
market for either the buyer or the seller. 

Most floor traders are also scalpers, and their operations 
will vary with the man and the market. In a very broad, 
active market, some scalpers will still trade in a hundred, 
or at most several hundred bales, while the larger operators 
will scalp in and out with as many thousands. There are 
floor traders, who do comparatively little scalping, but who 
trade in the market for a position, that is to say, they 
estimate the probable course of prices for a fair length of 
time, and either buy or sell according to that judgment. 
Floor traders may also act as floor brokers, and many of 
them do so. There are others who refuse to execute any 
orders on the ground that watching orders distracts their 
attention from their own affairs, and also that, because 
they must execute the orders first, they lose opportunities 
to trade. 

Exchange Management Officers—The exchange is gov- 
erned by a President, Vice President, Treasurer, and a 
Board of fifteen ‘‘Managers,’’ all of whom are elected 
annually. The Secretary is a paid official, who is also 
Superintendent of the Exchange, managing the office, hav- 
ing supervision over the statistics, and acting as Chairman 
at the calls. 

Committees—There are fourteen standing committees, 
all of whom have a member of the Board of Managers as 
Chairman, with the exception of the Classification Com- 
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mittee, which is a salaried body, with the inspector in chief 
at its head. The amendment to the United States Cotton 
Futures Act of March 4, 1919, gave the Department of 
Agriculture the duty of classing cotton for delivery on 
future contracts, since when the Classification Committee 
has existed merely in name and for the classing of cotton 
outside future deliveries. It was a very good thing to place 
the classing of cotton in the hands of the Government 
since the Exchange was relieved of all criticism, and since 
the official character of the class has made it more satisfac- 
tory to all concerned. The other committees are as follows: 
Executive, Finance, Supervisory, By-laws and Rules, 
Membership, Information and Statistics, Warehouse and 
Delivery, Adjudication, Arbitration, Board of Appeals, 
Commissions, Complaint, Futures, and Spot Quotations. 
Committees General—The Executive Committee has 
charge of all the affairs of the building in which the Ex- 
change is located, of the office, and other executive matters, 
and also has jurisdiction over the quotations which are sold 
the telegraph companies under a contract, with strict pro- 
visions as to their distribution. The Finance Committee 
has charge of the finances and accounts. The By-laws and 
Rules Committee must draw up in proper shape and pass 
upon all proposed changes in the By-laws and Rules before 
such changes are submitted first to the Board, and then, in 
the case of By-laws, to the membership of the Exchange. 
We have already considered the Membership Committee. 
The Commissions Committee has charge of the ‘‘commis- 
sion law,’’ passes upon all questions in relation to an 
interpretation of that law, has supervision over all branch 
offices of members, all private wire and telephone connec- 
tions, passes upon the eligibility of all ‘‘solicitors’’ of 
business, and generally supervises all matters pertaining to 
the development of outside business by members of the 
Exchange. The Committee on Futures we have already 
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considered, and the Committee on Spot Quotations makes 
up the quotations for spot cotton in the New York market, 
which is daily quoted. 

Arbitration—tThere is a regular system of deciding 
disputes between members of the Exchange. First, there 
is the Arbitration Committee. In case a dispute cannot be 
settled informally, either by an agreed upon compromise, 

‘or by some informal arbitration, each side selects an official 

arbitrator, and these two select a third who must be a 
member of the Arbitration Committee. A formal hearing, 
or hearings, are held, the decision of the arbitrators is 
rendered, from which decision there is an appeal to the 
Board of Appeals whose decision shall be final. 

Adjudication Committee.—It is provided by sections 5-7 
of the Charter granted the New York Cotton Exchange by 
the State of New York; that: 


It shall be the duty of said Adjudication Committee to hear 
and decide any controversy, which may arise between the mem- 
bers of said Association, or any person claiming by, through, or 
under them, and as may be voluntarily submitted to said Com- 
mittee for arbitration; and such members and persons may, by an 
instrument in writing signed by them, and attested by a sub- 
scribing witness, agree to submit to the decision of such Com- 
mittee any such controversy which might be the subject of an 
action of law or in equity, except claims or title to real estate 
or to any interest therein, and a judgment of the Supreme Court 
shall be rendered upon the award made pursuant to such sub- 
mission. 


This unique provision enables a committee of the 
Exchange to act as an actual court of law, and the Ad- 
judication Committee has so acted, and has had its decisions 
upheld in the Courts. No member of the Adjudication 
Committee can be a member of the Board of Managers. 
Warehouse and Delivery Committee——This Committee 
has charge of all the detail concerning the delivery of 
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cotton on future contract and the storage of such cotton 
within the port of New York. It issues licenses to the 
warehouses, to the weighers, samplers and inspectors, the 
latter being salaried employees of the Inspection Bureau, a 
department of the Exchange under the direction of the 
inspector in chief. This is an important committee and in 
times of large deliveries, its duties may be arduous. 

Discipline—The discipline of the members of the Ex- 
change is in the hands of two committees and of the Board 
of Managers. The Complaint Committee consists of three 
members, none of whom may be members of the Board of 
Managers. It is the duty of this committee to investigate 
and make written complaint of misconduct on the part of 
any member. The Board of Managers and the Supervisory 
Committee may themselves initiate charges against a mem- 
ber, but as they are also judges, it is perhaps better to have 
the complaint originate with an independent committee. 
It is also provided that a non-member of the Exchange, 
who believes he has a grievance against a member, may 
complain in writing to the Complaint Committee. They 
will investigate, and, if they consider the complaint well 
founded, will bring formal charges against the member in 
question. 

Supervisory Commitiee—This Committee consists of 
three members, all of whom must be members of the Board 
of Managers. The Committee has various important duties, 
the first of which is the trial of all members against whom 
charges of misconduct have been brought. There are elabo- 
rate provisions as to the method of bringing the charges, 
of receiving a written reply to the complaint, and of hold- 
ing the trial, or hearings. All members of the Exchange 
must attend and give evidence if summoned by the Super- 
visory Committee, and a refusal to do so will make the 
recalcitrant member himself subject to discipline. No 
legal counsel is permitted a member before the Supervisory 
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Committee, nor can the prosecutor, whether a member, or 
the Complaint Committee, be represented by counsel. After 
the hearings, the Supervisory Committee reports to the 
Board of Managers, and if the findings are approved, the 
Board then proceeds to impose a penalty. 

Failed Members.—The Supervisory Committee has also 
supervision over the case of members who fail to meet their 
obligations. In accordance with certain provisions of the 
By-laws, they can even announce themselves the suspension 
of a member who fails to meet the obligations which the 
Committee has decided he owes to another member. If a 
member is thus ‘‘failed by the Committee,’’ he cannot be 
reinstated to membership in the Exchange. This provision 
is so drastic, that offhand I recall only one instance of an 
involuntary suspension, and that occurred while I was 
Acting Chairman of the Supervisory Committee. In case 
the member announces his own failure, it is the duty of the 
Supervisory Committee to investigate the causes of the 
failure and to report to the Board, whether in their judg- 
ment the failure was caused by reckless and unbusinesslike 
conduct. No failed member can be reinstated until he has 
appeared before the Supervisory Committee, and has satis- 
fied them that his conduct prior to the failure was proper, 
that he has done his uttermost to settle with his creditors, 
and that his reinstatement is for the best interests of the 
market. The Supervisory Committee may recommend his 
reinstatement to the Board of Managers, but a two thirds 
vote of the Board is necessary to reinstate him. I do not 
now recall a case where the Board reinstated a member 
against the Committee’s recommendation, although I do 
recall one case when the Board refused to reinstate, even 
though the Committee had so recommended. 

Procedure in Case of Failure—The By-laws provide that 
when a member of the Exchange cannot meet his obliga- 
tions he shall notify the Superintendent in writing. The 
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Superintendent notes upon the letter the date and time, 
and then mounting the rostrum, rings the gong, and ham- 
mers with his gavel for order, and reads the announcement 
which is then posted upon the bulletin board. All members 
having outstanding contracts with the failed firm must 
liquidate those contracts ‘‘within three business hours’’ of 
the time of failure. If the failure be announced at, or 
after, twelve o’clock-on a week day, the time carries over 
into the next business day. The same is true of a Saturday. 
The three hours are figured from the time of the announce- 
ment, irrespective of the close of trading for that particular 
day. The greatest confusion used to be caused by the 
announcement of a large failure. I recall the announce- 
ment of the failure of Pell and Co. on July 31, 1914. The 
reading of the letter was followed by a death-hke silence, 
with the ring deserted, while the brokers hurried to the 
telephones to ascertain exactly what contracts their respec- 
tive firms had open with the failed house. In short order, 
_ they came back into the ring, and pandemonium broke 
loose, as each tried to sell out the cotton left on their hands 
by the failure. The clearing house, to be mentioned in 
the next chapter, has done away, it is to be hoped, with this 
sort of dramatic incident, the expense of which was always 
in great disproportion to the pleasure afforded by all 
sensational events. 

Accounts Against Failed Members.—After the contracts 
have been reinstated in the market, the loss incurred by 
the members having such contracts is computed by them, 
and the bills sent to the Supervisory Committee. These 
bills may be for large amounts since the commission house 
is responsible to its customers for the validity of contracts 
made on their behalf. If, for example, a customer had sold 
through a commission house a thousand bales of December 
at 12 cents, the firm in question having sold the contracts 
to Pell and Co., the customer neither knows nor cares 
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whether his sale was made to the failed firm. It may have 
been impossible for the firm to have resold those contracts 
except at 10 cents, or a loss of ten dollars a bale, $10,000 
on the thousand bales. That loss, whatever it may be, must 
be accepted by the commission firm. This so-called ‘‘con- 
tract risk’? may be very considerable, and the bills against 
the failed firm may amount to large sums. In the ease of 
Pell and Co. the claims were over a million and a quarter 
dollars. The Supervisory Committee passes upon all such 
claims, and according to their decision, it divides the 
proceeds of the memberships held by the failed firm when 
such memberships are sold at auction. There is an appeal 
from the decision of the Supervisory Committee on such 
matters to the Arbitration Committee, both on behalf of 
the members claiming and on behalf of the failed member. 

Nominating Committee—This Committee is appointed 
every spring by the Board of Managers to name candidates 
for the officers and Managers the ensuing year. No member 
of the Board may be a member of this Committee. The 
nominations are voted upon at the annual election in June. 
If the members are not satisfied with the nominations thus 
made, it is possible for them to put up an ‘‘opposition 
ticket,’’ either for all positions, or for such positions as 
they see fit. 

Committee on Infoi mation and Statistics—The duties of 
this committee are well indicated by its title. The work of 
the committee, however, is as a rule purely supervisory in 
character, as the statistics are all made up in the office of 
the Exchange under the direction of the Secretary. 

Exchange Statistics and Information.—This brings us 
to the question of the information upon which the trade 
rely. This is of two sorts, that furnished by the Exchanges, 
and that furnished by the Government. We shall first 
treat of the Exchange information. The New York Cotton 
Exchange each day publishes an official Daily Circular, in 
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which is given in condensed form all the statistical informa- 
tion posted every day upon the numerous blackboards on 
the floor, such as the port receipts, the weekly and monthly 
movement, the spinners’ takings ete. All these figures are 
published annually in that admirable statistical booklet 
known as Shepperson’s Cotton Facts. In addition to this 
information, the circular carries a daily statement of the 
New York stock ‘‘certificated’’ for delivery, showing the 
exact number of bales in each grade, as well as a statement 
of the differences to be applied to deliveries upon the next 
delivery day, and a list of the ‘‘notice days’’ for the current 
month. Each Friday’s circular contains the ‘‘weekly in- 
sight’’ and ‘‘spinners’ takings’’ as compiled by the Ex- 
change. Each circular also contains a complete list of all 
transactions in futures on the opening and the second and 
third call, the close of the day, the high and low, and the 
transactions between each call. The time is not given on 
these transactions, but otherwise the record is an exact 
transcription of the ‘‘book of record.”’ 

Government Reports.—The Exchange obtains from the 
Government weather bureau all sorts of climatic informa- 
tion which is carefully tabulated and posted. In the first 
place there is a large glass weather map which is painted 
up each morning by men from the weather bureau. This 
map shows in different colors the rainfall and snow at each 
station in the country during the twenty-four hours ending 
at 8 A. M. Washington time. It also shows the barometric 
pressure, the temperature at 8 A. M. and the weather, clear, 
rain, snow, partly cloudy, or cloudy. Arrows show the 
direction of the wind and any frost is also noted. The lines 
of barometric pressure, isobars, and the lines of temperature, 
isotherms, are also shown on the map so that areas of high 
and low pressure can be ascertained. Later on in the day 
are posted the predictions which the Weather Bureau issues 
by states for the coming twenty-four hours. Later there 
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come detailed reports showing the rainfall and the maxi- 
mum and minimum temperatures in the past twenty-four 
hours at many stations in the belt. These reports are 
posted by the Exchange on printed slips by states and 
counties with the figures of production for the past two 
crops, so that the importance of rainfall or temperatures 
at any given point may be visualized. Once a week during 
the crop-growing season there appears a summary of the 
weather and crop conditions from the weather bureau. 
This report, called the ‘‘weekly weather report,’’ is read 
from the rostrum of the Exchange. 

Government Condition Reports.—Once a month the 
crop-estimating bureau of the Department of Agriculture 
issues a report on the condition of the cotton crop, in per- 
centages as compared to a theoretical condition of one 
hundred per cent. The figures are made up to the twenty- 
fifth of the month and are issued ini the first three days of 
the following month, as for example: The June condition 
report issued about June 3 shows the condition of the crop 
as of May 25. The last of these condition reports shows 
the condition of the crop as of September 25 and is issued 
about October 3. The July report contains the estimate of 
the year’s acreage and a correction of the estimated acreage 
of the preceding year. This correction is almost invariably 
a plus correction. A few years ago, Congress passed a law 
requiring the Department to estimate the crop, or rather to 
estimate the probable yield with the condition given in the 
report, according to a formula devised by the bureau. 
Every condition report, therefore, beginning with the July 
report, contains an estimate of the yield. The bureau is 
careful to state that all these estimates are subject to sub- 
sequent weather conditions. The system nevertheless, has 
not been satisfactory to any one. The South complains 
that the bureau either does not correctly estimate the crop, 
or that when its figures are low, the market pays no atten- 
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tion to it. The fact is, it is impossible to issue accurate 
estimates of a crop in bales until after frost. Before 
Congress instructed the bureau to include these estimates 
with the condition figures, the reports exercised a very 
considerable influence on prices. No one could assert that 
the percentage of condition was absolutely inaccurate be- 
cause there was no way of proving it, moreover, the govern- 
ment condition figures always proved an accurate indica- 
tion of the probable out-turn of the season, whether the 
crop turned out to be large, average, or small. Now that 
we have definite figures in bales the mathematics of the 
bureau can be absolutely disproved. For example, in 1921 
the bureau made a series of underestimates of the crop. 
Allowance should be made for the late fall, and for the 
fact that the bureau stated definitely such weather might 
increase the yield, nevertheless the result has been to dis- 
credit the condition report, and it would be well if the 
crop estimates in bales could be omitted, and the condition 
only given. There is a final estimate given by the bureau 
in December on the basis of 500 pound bales, linters ex- 
cluded. This report at one time exercised much influence 
on the market, but in late years the trade has been so 
surfeited with crop estimates by December that the final 
crop estimate has fallen rather flat. f 
Census Bureau Ginning Report.—The census bureau 
publishes, approximately every two weeks from September 
to March, a report showing the amount of cotton ginned 
during the fortnight and for the season to date. These 
‘census bureau ginning reports’’ are of great importance 
as the trade accepts them as a true indication of the yield. . 
The final report in March is taken as a settlement of the 
growth of cotton that year. We have seen that the growth 
may differ widely from the so-called commercial crop. 
Census Bureau Consumption Report.—These reports 
are issued once a month and show the takings of the mills, 
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amount of cotton in spinners’ warehouses, amount of cot- 
ton in public warehouses, both North and South, and the 
exports. These figures are given for the month and for the 
season to date. These reports are becoming as important a 
factor on the demand side of the problem as the ginning 
reports are on the supply side. 

Publication of Government Reports.—The condition re- 
ports, the census bureau ginning and consumption reports 
are all issued in Washington on a specified day and at a 
specified hour, both day and hour being announced in 
advance. The census reports are usually issued at the 
opening of the market, ten o’clock, and the condition reports 
at either eleven or twelve o’clock Washington time, but 
there is no hard or fast rule on the matter. The telegraph 
companies ‘‘clear’’ a wire into the department in Wash- 
ington, and this wire is run into the New York and New 
Orleans exchanges as well as into most of the important 
southern exchanges. The reports usually come in two 
telegrams, the first being the ‘‘flash,’’ which contains sim- 
ply the important figures boiled down as much as possible, 
and the second a long message giving all the details by 
states, together with comparisons from the last report and 
from the preceding season. The operator sits at the end 
of the open wire near the rostrum and as soon as the flash 
comes over the wire, the figures are written upon the 
blackboard thus, ‘‘Condition 72.3 Indicated crop 10675,’’ 
or ‘‘Ginned to Oct. 15 2345.’’ The detailed message is 
later posted upon the bulletin board on the floor of the 
Exchange. Sometimes the Department adds a summary of 
factors considered important during the month, as for 
example some statement about the weevil damage. These 
additional statements are always confusing and are not at 
all liked by the trade. There have been times when the 
market moved very violently on these Government reports, 
and when it was almost impossible to execute orders in the 
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confusion. ‘‘Bureau days,’’ as such report days are called, 
are cordially detested by most of the trade, but Government 
reports do give valuable information on both supply and 
demand, and if they are to be issued at all, this seems to 
be the only method. There have been in the past serious 
scandals in regard to ‘‘leaks’’ or advance information of 
Government figures which must be carefully guarded and 
given out all over the cotton belt at the same instant. 

Spot Business.—The New York Cotton Exchange has 
also a number of rules and regulations covering dealings in 
spot cotton in the New York market, whether cotton ‘‘ex 
store,’’ ‘‘f. o. b.’’ or ‘‘to arrive.’’ It is not necessary to 
go into these rules which do not vary greatly from those in 
force in other markets. There is one provision that all 
disputes shall be subject to arbitration under the rules of 
the Exchange, and that where the cotton is sampled in the 
port of New York, such samples to be used later as a basis 
of arbitration, the samples must be drawn under the super- 
vision of the Inspection Bureau of the Exchange. 

The spot business done in New York is still considerable, 
although the movement back to the interior has reduced 
the volume as compared to 1870. The sales ‘‘on the spot’’ 
in New York in the past ten years have been as follows: 
1921-1922, 60,842 bales; 1920-1921, 37,000 bales; 1919- 
1920, 59,000 bales; 1918-1919, 102,000 bales; 1917-1918, 
200,000 bales; 1916-1917, 275,000 bales; 1915-1916, 404,- 
000 bales; 1914-1915, 168,000 bales; 1913-1914, 162,000 
bales. The figures in no case include the cotton delivered 
in future contracts, a list of the deliveries being given else- 
where. They also do not include cotton destined for New 
York, ‘‘sold in transit,’’ and diverted either to a mill or to 
some other market. The amount of cotton handled by 
New York firms outside the limits of the port of New York 
is very large, since there are some of the largest American 
firms located in New York. The volume of sales in the 
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port of New York would be larger were the warehouse 
facilities greater than they are at present. The Exchange 
has made several efforts to improve the warehouse situa- 
tion but without success. The initial cost of the land has 
been the stumbling block. A concrete proposition was being 
investigated by a committee of the Exchange in 1914, but 
was blocked by the intervening panic. 


CHAPTER XXII 
NEW YORK COTTON EXCHANGE CLEARING ASSOCIATION 


Clearing Associations.—The banks of the country have 
long had ‘‘clearing houses’’ by means of which they have 
made a daily interchange of checks, and also paid a single 
debit balance, or received a single credit balance from the 
clearing association without the necessity of a separate 
settlement with each individual bank. The system early 
spread to the securities markets, so that a firm both buying 
and selling a security during the day’s business, as for 
example Union Pacific, had only to deliver or receive 
through the clearing house the net Union Pacific bought or 
sold, as the case might be. There is also a system for 
bringing the monetary value of all purchases and sales to 
a certain fixed figure through the clearing house. Later, 
the commodities markets began to think of a clearing 
house for themselves. It was a nuisance to run around the 
market every day collecting and delivering checks for 
balances between different firms. 

Original Cotton Exchange Clearing Association.—The 
old system of settling contracts between members was 
briefly as follows. Where A and Co. had bought an Octo- 
ber contract from C and Co. and later in the day, or the 
following day, or some other day, A and Co., in the course 
of their day’s trading happened to sell an October contract 
to C and Co., a ‘‘direct’’ settlement was made. Thus, if 
A and Co. had bought on the tenth of August an October 
contract from C and Co. at 18.50; and on the twelfth of 


August it so happened that A and Co. sold to C and Co. an 
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October contract at 18.75 it necessarily followed that C and 
Co. owed A the difference between 18.50 and 18.75, or 25 
points or $125. In the old days A would send around a bill 
to A on the 13th of August and receive from them a check 
for the $125. Another method of clearing contracts off the 
books was rather more involved. A would buy an October 
from C, but when he came to sell the contract out, it would 
so happen that A did not sell to C but to B and Co. Of 
course, this left A long the one October he had bought at 
18.50 from C, and short the one October he had sold at 
18.75 to B. A’s customer has made $125 less the commis- 
sion and war tax and he is entitled to his money at once. 
On the other hand, A and Co. have bought from one house 
and sold to another, so they cannot get a direct settlement 
and must carry the contracts open on both sides until 
delivery day when they can pass to B the notice they 
receive from C. Such an arrangement meant a long string 
of open contracts on both sides of the account and consid- 
erable money tied up in cash settlements with customers 
where the money had not been collected from the ‘‘street.’’ 
So another plan of settling contracts was devised known ~ 
as a ‘‘ring settlement.’’ Suppose that Jones has lent five 
dollars to Smith, who has lent five dollars to Brown, who 
has lent five dollars to Jones. It is obvious that if all three 
could be brought together at the same time, the debts could 
all be cancelled at once. That is the idea of a ring settle- 
ment. A sells B an October, B sells C an October, and C 
has already sold A an October. If they are all brought 
together, and the trades reduced to an arbitrary price, 
then each can pay the other the difference between the 
‘‘ring’’ price and the original trading price, and all the 
trades are wiped off the books. The price for ‘‘rings’’ was 
the 10.30 A. M. price as published by the Exchange and 
printed on the tape every day. The firm which made the 
ring notified all parties to it, who acknowledged the notifi- 
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cation and the settlements were made. There was a ‘‘ring 
room’’ to which representatives of all firms came every day 
to compare their lists of open contracts and make such 
settlements as they could. Trades were always settled 
‘‘earliest date and highest price.’?* Once the contracts 
were settled, then the clerks of the various firms ran around 
delivering and collecting checks. This became an intoler- 
able nuisance so the Cotton Exchange made an agreement 
with the Corn Exchange Bank to run a clearing house for 
the money involved in all settlements. Each firm now put 
all items due it and all items it owed on a ‘‘sheet’’ 
and paid only the net to the clearing house, or received 
from them a draft for the net due. All sheets were checked 
up by the clearing house and at the proper time, if a balance 
was found the drafts accepted by the bank could be col- 
lected. 

Origin of New Style Clearing House.—By this method 
only the monetary differences were cleared, the system 
having nothing at all to do with the actual contracts. 
Some of the grain markets were known to have clearing 
houses for contracts as well as differences, and there had 
long been talk that some such system would be a good 
thing in the cotton market. The clearing of contracts re- 
duced a firm’s position at once to a ‘‘net long or short,’’ 
the advantage of which it is easy to understand. For 
example, in January, 1910, our office was ‘‘net short’’ for 
our customers on the street, and yet because most of the 
contracts were sold to three or four firms who had long 
been ‘‘bulling’’ the market, we could not ring, and were 
compelled to carry both long and short contracts open on 
our books. On our purchases we were called for money 
to bring them down to the market, which sums were de- 
posited in trust companies and banks, while, on the other 
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hand, when we asked that the firms who sold us bring their 
contracts down to the market price, they in turn deposited 
the cash in the banks. The result was a severe financial 
strain until at last the long interest sold out in a day of 
running declines and we were able to settle up our street 
position. In addition to the nuisance of having money tied 
up unnecessarily in this manner, the ‘‘contract risk’’ was 
very considerable, for if one of the firms to whom we sold 
should fail, we would be responsible to the customer for the 
contracts he had ordered sold. In replacing these con- 
tracts by fresh sales in a market upset by failure, the loss 
might be large. Precisely this has happened in several 
large cotton failures, the most notable of which was the 
Sully failure in 1903 and the Pell failure on the outbreak 
of the European war in 1914. It was felt that a conserva- 
tive member of the Exchange was completely at the mercy 
of some reckless house, trading in utter disregard of con- 
ditions or of their own financial ability. The Pell failure 
cost over a million and a quarter, and the agitation for a 
different method of settling contracts became widespread. 
While the Exchange was closed in 1914 a committee worked 
over the details, the plan was perfected and the ‘‘New 
York Cotton Exchange Clearing Association’’ was incor- 
porated in the spring of 1915. The Association actually 
began to operate the same summer. 

Membership.—The members of the Association are stock- 
holders, and any member of the New York Cotton Exchange 
ean become a stockholder. He is required to do the fol- 
lowing, in order to have his contracts cleared through the 
Association: (1)he must sign and deposit with the di- 
rectors an agreement to clear all contracts through the 
Association, to abide by all by-laws and rules of the Asso- 
ciation, and to make such by-laws and rules a part of all 
contracts he may make with the Association, or a member 
thereof, or a firm, having a partner a member thereof; (2) 
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he must advance to the Association the sum of $15,000 as a 
part of the Guaranty Fund; (3) he must deposit with the 
Association his share of stock, duly indorsed in blank for 
transfer, as a security for the performance of his duties 
_ towards the Association. 

- Contracts with Association.—It is provided that when 
a member turns his contracts into the Association to be 
cleared, as he does in the manner later described, the Asso- 
ciation succeeds to and is vested with all the rights and 
privileges of the contract, and assumes towards the buyer 
the position of seller, and towards the seller the position 
of buyer. 

Definition of Margins.—We have spoken earlier in the 
chapter of the term ‘‘margin,’’ and it is necessary the 
same should be defined. In the parlance of the cotton 
trade a ‘‘margin’’ is the amount of money deposited by a 
client with a firm, or by a firm with another firm, or with 
a Trust Company, or with the clearing house to secure 
the one with whom the deposit is made against the fluctua- 
tions of the market. Prior to the clearing house, when 
trades were settled in the old way, margins between firms, 
except by special arrangement, were deposited in one of a 
number of banks or trust companies, named by the Board 
of Managers as ‘‘margin depositories.’’ These banks then 
issued a ‘‘margin certificate’’ bearing interest at a specified 
rate, which certificate read ‘‘ Pay to the order of A and Co., 
or B and Co., as the Superintendent of the New York 
Cotton Exchange may direct.’? When the contracts were 
settled, and the money due to B and Co. had been paid, A 
would send around the certificate to B who would ‘‘re- 
lease’’ it by signing his firm name upon the back. The 
Superintendent would then countersign the certificate, 
and A and Co. could deposit it in his own bank, like any 
ordinary check, and thus get his money back plus accrued 
interest. In case of a failure on the part of A, so that he 
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could not pay B the amount due, B and Co. would present 
the certificate to the Superintendent of the New York 
Cotton Exchange who would indorse it over to B and Co., 
and they could apply the proceeds against the money 
owed them on the contracts by A. For example, if A and 
Co. sell B. and Co. an October contract at 15 cents, and the 
market advances to 16 cents, A and Co. owe B. and Co. 
one cent a pound, or $500. B thereupon calls A for 
margin, the $500 is deposited in a Bank or Trust Com- 
pany, and B and Co. are so notified. 

Original Margins.—An original margin is a deposit 
made at the time the contract is made as a protection 
against any fluctuation in the market, and without waiting 
to see whether there are adverse fluctuations or not. On 
purely speculative business, the custom is to require 
original margins from the customer, and to require that 
those margins ‘‘be kept good.’’ In the old days it was 
provided in the by-laws of the Exchange that original 
margin up to five dollars a bale might be ealled by either 
party to the transaction, and the amount had to be de- 
posited within twenty-four hours. The present clearing 
house requires margin on every single contract net long or 
short as shown on the day’s ‘‘sheet,’’ in the manner des- 
eribed below. The amount of the margin varies with the 
judgment of the Directors as to market conditions. When 
the market was gyrating wildly at very high prices in the 
late years of the World War, the original margin require- 
ment was ten dollars a bale. That meant that if a firm 
had a net interest on its sheet of ten thousand bales, that 
firm had to deposit $100,000 original margin with the 
clearing house. The actual money is deposited with banks 
or trust companies, as in the old days, and when the clear- 
ing house no longer requires the margin, the certificates 
are indorsed off by the manager and by the superintendent 
of the Exchange. A smaller original margin is required 
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on ‘‘straddles.’’? For example, a firm may be long 5,000 
May, long 15,000 July, and short 5,000 October and 5,000 
December. Here the net inierest is only 10,000 bales, on 
which original margin may be required, but there is also a 
“‘straddle’’ open of some 10,000 bales, and on that straddle 
position additional original margin is required to protect 
the clearing house against any change in the relation be- 
tween the months. 

Original Margin Requirements.—The directors can es- 
tablish rules as to the amount of original margin required, 
provided they give 24 hours’ notice. The minimum original 
margin on a net interest is $3 per bale, and the maximum 
is $25 per bale. The minimum on a straddle is 50 cents 
per bale and the maximum is $15 per bale. An original 
margin of $25 per bale may be required on any interest in 
the current month. The directors may also eall an addi- 
tional original margin on an interest In a month which 
has a premium on the closing bid prices, equal to the 
extent of the premium over the lowest succeeding month. 
No clearing member may at any time have an interest, 
either net or straddle, of over 400,000 bales. Liberty 
Bonds are accepted as original margin. 

Variation Margins.—In addition to the original mar- 
gins, the clearing house can require ‘‘variation’’ margin in 
case of sharp fluctuations during the day. Suppose A and 
Co. have a net interest the day before of 10,000 bales on 
which they have deposited $100,000. The market is de- 
clining, and directly it is off 40 points or $2 per bale. Then, 
at the market price, A and Co. have really only $8 per bale 
margin, or $80,000. The clearing house can require A to 
deliver them a certified check within an hour of the time 
they are ‘‘called’’ to bring his ten thousand bales to the 
market. A and Co., having received the call, must deposit 
the $2 per bale, or a certified check for $20,000. The 
amount so deposited can be deducted from any debit bal- 
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ance due on that night’s sheet, or can be added to any 
eredit draft. In case A and Co. had a eredit balance on 
their preceding day’s sheet, and that balance is equal to 
the amount called, or more than the amount called, they 
ean, if it is not yet time to collect the draft, notify the 
clearing house simply to deduct the variation margin from 
the face of the draft due. 

Fees for Clearing.—A firm is charged ten cents for 
every item, that is to say, for each contract given to the 
association for clearance. After salaries, rent, and other 
expenses are paid, the balance is passed to the ‘‘surplus 
fund.’’ 

Notices of Delivery.—There are very careful rules about 
the issuance of notices of delivery which members may 
wish to send out against contracts in the current month. 
It is not necessary to go carefully into those rules, which 
are merely the technical methods of arranging matters so 
that notices may be issued in accordance with the By-laws 
and Rules of the Exchange, and with the law, and yet be 
handled through the association. 

Failures.—We have seen that the By-laws and Rules of 
the Exchange require that contracts with a failed member 
must be closed out within three business hours of the 
announcement of the failure. The same rule applies to 
the clearing association which will send a broker into the 
ring, to sell out or buy in all contracts the failed member 
may have had open with the association. The loss, if any, 
will be repaid the association as follows: (1) by the original 
margin; (2) by use of such portion of the surplus fund, as 
the directors may deem proper; (3) by taking the balance, 
if any, from the Guaranty Fund. The amounts taken from 
the Guaranty Fund are to be replaced by assessments 
levied upon all clearing members in the proportion that 
the number of contracts cleared for each member during 
the preceding nine months, bears to the total number of 
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contracts cleared for all members in the same time. This 
arrangement is the fairest that can be devised, and it will 
practically remove all risk of loss in the case of small fail- 
ures. Some doubt as to the result in case of a very large 
failure must remain until we have seen the system tried 
out. On the one hand, the original margin is a protection 
of no small moment and may so reduce the total amount to 
be assessed upon members that the outcome will be very 
satisfactory. On the other hand, there is the danger that, 
as the failed member is known to have had a large interest, 
and it is also known some broker must either buy or sell 
that cotton, the clearing house broker may have consider- 
able difficulty in closing the trades. That is a risk that 
can hardly be eliminated. 

The Actual Working.— We have already seen that clerks, 
holding power of attorney from the various firms, compare 
and sign the contracts made on the Exchange. These 
signatures are essential, as they make a binding contract 
which is assigned to the clearing association by both the 
buyer and seller. No contracts which have not been prop- 
erly signed will be accepted by the association for clearance. 
After the slips are signed they are sent into the office of 
each firm and there entered in the firm’s books, to be 
checked back against the orders on which they were made. 
The actual bookkeeping, so far as the firms themselves are 
concerned, need not detain us. But the contracts are also 
entered upon long sheets to be sent in to the Clearing 
Association. Purchases are entered upon sheets printed in 
blue ink, and sales upon sheets printed in red ink. All 
contracts bought and sold on that day are entered upon the 
sheets together with the names from whom bought or to 
whom sold, the prices at which the trade was made, and 
debits or credits to bring them to the ‘‘settlement price’’ 
which is the bid price at the close of that day’s business on 
the Exchange. Each*month is entered upon a different 
sheet. One of these sheets looks like this: 
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The sales sheet is just the same except that it is printed 
in red. All these purchase and sales sheets are totalled as 
to bales, dollars debit, and dollars credit. 

Another report which is known as the Clearing House 
Sheet is also required every day. On the sheets appear a 
column for all the months, then a column headed “*Carried 
over from Yesterday,’’ another column headed ‘“To-day’s 
Trading’’ and a final column, headed, ‘‘Carried over for 
To-morrow.’’ The ‘‘Carried over from Yesterday’’ has a 
debit and credit column in dollars to bring the old contracts 
down to the settlement price. The day’s purchases and 
sales are entered in the column for the day’s trading, and 
the net result in bales is extended out to make up the totals 
carried over for to-morrow. The net of that column is the 
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interest on which original margin must be deposited. There 
are blanks at the bottom of the sheet showing the amount 
of original margin already deposited, the net interest 
shown on this sheet, and the amount required on that inter- 
est, and the amount additional to that already deposited, if 
additional margin is needed. There is another space show- 
ing the debit or credit needed to bring the contracts carried 
over from yesterday to the settlement price, the net debit 
and eredit on all purchases for the day, the net debit or 
credit on all sales for the day, and a consolidation of all 
these items which is the amount of the check or draft to 
accompany the sheet. The usual sheet will be better under- 
stood from a study of the illustration on page 273. 

Clearing-House Fines.—In an active market it takes 
some little time to make ready one of these sheets. The 
rules provide that they must be in the clearing house by a 
certain hour in the evening, but an extension of time may 
be secured on application. If the sheet is not in on time, 
or is not in at the hour specified in the extension, the de- 
linquent firm is fined. There are also fines provided for 
all errors on the sheets. 

Clearing-House Drafts—The checks accompanying 
debit sheets are certified first thing in the morning by the 
clearing house. Then all sheets are compared, and the 
balance struck. If there are no errors the amount received 
must equal the amount claimed. After the balance has 
been secured, members may secure drafts for their credit 
balances, which drafts are accepted by the Corn Exchange 
Bank, and are, therefore, practically certified checks. 


( 


CHAPTER XXIII 
NEW ORLEANS COTTON EXCHANGE 


New Orleans Future Contract.—The other future ex- 
change in the United States is in New Orleans where the 
Cotton Exchange was founded in 1871. The New Orleans 
contract for future delivery is as follows: 


New Orleans, ............ Oe 

In consideration of one dollar in hand paid, receipt of which 
is hereby acknowledged, ................ of the City of New 
Orleans, State of Louisiana, have this day sold to (or bought 
RE oa mis + 5 v0 of the City of New Orleans, State of 
Louisiana, 50,000 pounds in about 100 square bales of cotton, 
growth of the United States, deliverable from approved storage 
places for cotton in the port of New Orleans, between the first 
and last days of ...... next, inclusive, excepting holidays, as pro- 
vided in Rule 38 of the rules of the New Orleans Cotton Exchange 
for the transaction of the Future Contract business. 

The delivery within such time to be at seller’s option, in not 
more than two approved storage places upon five days’ notice 
to the buyer, as provided by the rules of the New Orleans Cotton 
Exchange. 

The cotton to be dealt with herein or delivered hereunder shall 
be of or within the grades for which standards are established by 
the Secretary of Agriculture, except cotton prohibited from being 
delivered on a contract by the fifth subdivision of Section 5 of 
the United States Cotton Futures Act, as amended March 4th, 
1919, and no other grade or grades (subject to the United States 
Cotton Futures Act, Section 5, and inspection and classification 
as provided in the Amendment to the United States Cotton 
Futures Act of March 4, 1919) at the price of ...... cents per 
pound for Middling. 

In the case cotton of grade other than the basie grade should 
be delivered or tendered in settlement of this contract, the differ- 
ences above or below the contract price, which the receiver shall 
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pay for such grades, other than the basis grade, shall be the 
actual commercial differences determined as provided in Section 
5 of the United States Futures Act, and the amendment of 
March 4, 1919. 

Hither party shall have the right to call for a margin as the 
variation of the market for like deliveries may warrant and which 
margin shall be kept good. 

This contract is made in view of, and in all respects subject 
to the United States Cotton Futures Act, Section 5, as amended 

_ March 4, 1919, and to the by-laws, rules, and conditions not in 
conflict therewith established by the New Orleans Cotton 
Exchange. 


There are forms of transferable notice which closely 
resemble those in New York and which we do not need to 
repeat here. The fluctuations are the same as in New 
York since it will be noted the New Orleans contract is also 
for 50,000 pounds in about 100 square bales. Each fluctua- 
tion of one one-hundredth of a cent per pound is $5 on a 
contract of 50,000 pounds, 100 bales. 

Hours of Trading.—The City of New Orleans has Cen- 
tral Standard Time, one hour slower than Eastern Time, 
so that when it is nine o’clock in New Orleans, it is ten 
o’clock in New York. In order to have the hours of trading 
in the two markets synchronize, the New Orleans. market 
opens at 9 on week days and closes at 2, and on Saturdays 
New Orleans opens for trading at 9 and closes at 11. The 
Daylight Saving Time in the summer is not observed in the 
city of New Orleans, so that in order to be open with the 
New York market, the New Orleans hours of trading are 
then from 8 to 1 on week days and 8 to 10 on Saturdays. 
New Orleans used to be open one-half hour later than New 
York, that is to say until 2:30 on week days and 11:30 on 
Saturdays, but during the War this extra half hour was 
given up, and the custom has never been resumed. 

Calls.—The New Orleans market opens with a eall, as 
is the case in New York, and there is a second call at 12 
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noon, and a third at 1:30 P. M. on week days. Unlike the 
New York Exchange, New Orleans has a second call on 
Saturdays at 10:45. During Daylight Saving Time the 
week day calls are at 8 A. M. (opening), 11 A. M., and 
12:30 noon on week days; and at 8 A. M. (opening), and 
9:45 A.M. on Saturdays. 

Floor Brokers.—There are no floor brokers in New Or- 
leans, such as execute future orders in New York. On the 
other hand, the New Orleans Exchange has a system of 
powers of attorney, which is lacking in New York. Pro- 
vided a power of attorney is given the member by a firm, 
and provided that power is registered with the Exchange, 
that member may execute orders for the firm and be rec- 
ompensed by them in such manner as they see fit. In 
other words, by this system of powers of attorney, the same 
result is attained as in New York by the use of floor 
brokers, except that a regular salary or other compensation 
is agreed upon, instead of the broker being paid a fee on 
each hundred bales bought or sold. 

Floor Traders.—There is no special ‘‘clearance’’ rate 
of commission in New Orleans, so that members trading 
in and out of the market on the same day, must pay the 
full rates of commission charged a member. This makes 
the cost of scalping very high, and there are few such 
traders in New Orleans. 

Visiting Members.—In New Orleans a man, with the 
consent of the Committee of Membership and of the Board 
of Directors may secure a card of admission as a ‘‘visiting 
member.’’ He must not be ‘‘engaged in the cotton trade’’ 
and shall not vote or attend executive sessions of the 
Exchange. 

No Clearing House.—There is no clearing house in New 
Orleans and the old methods of settlement prevail. There 
are both direct and ring settlements, the price on which 
rings are settled, being the close of the day before the ring 
is made. Bills for both direct and ring settlements must 
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be rendered by 12 noon on the day following the settlement, 
and must be paid at 2 P. M. on that day, except that on 
Saturdays bills must be rendered by 10:30 A. M. and paid 
by 11:30 A. M. While Daylight Saving Time is in force in 
New York and the New Orleans Exchange opens for busi- 
ness an hour earlier than is normally the case, the time for 
rendering and paying bills is also made an hour earlier. 
All contracts are settled ‘‘earliest date and highest price.’’ 
Thus, if Smith buys on October 1 a January contract of 
Jones at 19 cents, and buys on October 2 another January 
at 19.25; while on October 5 Smith sells Jones a January 
at 19.20, then the settlement will be against the purchase 
on October 1 at 19 cents, because that is the ‘‘earliest 
date.’’ The result is that Smith will render Jones a bill 
for 20 points or $100. On the other hand, if Smith buys 
on October 1 a January at 19 cents and another at 19.25, 
and on October 2, there being no other January contracts 
open between Smith and Jones, sells to Jones a January at 
19.20, then that will be settled against the purchase at 19.25, 
because as both contracts were bought on the same date, 
the ‘‘highest price’’ is settled. In this case, Jones will bill 
Smith for 5 points or $25. 

Margins.—In the New York market we have seen that 
margins were called through the clearing house, but in 
New Orleans the old method of calling margins by individ- 
ual firms still continues. Written notice of the call for 
margin must be delivered to the party from whom the 
margins are called, and When such notice is given before 
12 noon, margin must be deposited before 1:30 P. M., ex- 
cept that on Saturdays margins called before ten must be 
deposited by 10:45. If margins are called after noon, or 
after 10 on Saturdays, then margins must be deposited by 
noon next day. The Superintendent posts at 10:30 A. M. 
and 12:30 P. M. the bid price of all months and margins 
must be deposited to those prices. The Board of Directors 
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of the Exchange selects depositories for margin among the 
banks and trust companies of the city, the certificates are 
drawn to the order of both parties and are released ‘‘as the 
Superintendent of the New Orleans Cotton Exchange shall 
direct,’’ precisely as was the case in New York prior to the 
clearing house. The original margins from one to five 
dollars per bale may be called on all contracts at the time 
of signing such contracts, or at any time prior thereto, and 
the full amount must be deposited in certified checks with 
the Superintendent within one hour of the call. The hours 
for calling and depositing margins are altered with the 
alteration of the trading hours during the period of Day- 
light Saving in New York. 

Failures.—The rules regarding failed members and the 
closing out of contracts with such members are substantially 
the same as in New York. The system of Committees in 
New Orleans differs somewhat from that in vogue in New 
York, but the results are substantially the same. 

Differences for Grades on Future Contracts.—The real 
distinction between the New York and New Orleans future 
contracts is to be found in the methods of fixing the dif- 
ferences on and off middling for grades other than mid- 
dling, when such grades are delivered on future contracts. 
The law says that any market not designated by the Secre- 
tary of Agriculture as a spot market, shall fix differences 
on and off middling by taking the average of not less than 
five markets officially designated by the Secretary as spot 
markets. We have seen that New York fixes the differences 
on and off middling in this manner. New Orleans, however, 
was designated by the Secretary as a spot market and does 
not fall under this rule. The Act further provides that in 
the ease of future contracts dealt in on an Exchange lo- 
cated in a designated spot market, the differences shall be 
fixed by a Committee of such Exchange, using as a basis 
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the actual commercial differences prevailing in such market 
on the sixth business day prior to the day of delivery. It 
results that the differences on and off middling for grades 
other than middling delivered on future contracts in New 
Orleans shall be fixed by a committee of the Exchange. 

Committee on Spot Quotations.—A Committee on Spot 
Quotations to consist of not less than three members of the 
Board of Classers is appointed annually by the Board of 
Directors in December.~ This Committee meets daily at 2 
P. M. on week days and 11 A. M. on Saturdays and an- 
nounces the quotations for spot cotton as sold in this 
market by factors and others on spot terms which shall 
show the actual commercial differences between grades in 
the manner and under the conditions prescribed in the 
United States Cotton Futures Act, section 6 and in accord- 
ance with such regulations as the Secretary of Agriculture 
may from time to time promulgate. Whenever the value 
of one grade is to be determined from the sale or sales of 
spot cotton of another grade or grades, such value shall be 
fixed in accordance with rules and regulations which shall 
be prescribed for the purpose by the Secretary of Agri- 
culture. 

Spot Market.—New Orleans does a very large business 
in spot cotton and the Exchange has a large number of 
rules and regulations in regard to this business. These 
rules cover ‘‘Cotton to Arrive,’’ ‘‘Cotton out of Store,’’ 
““F. O. B. Cotton’’ and all other forms of spot transactions. 
The Exchange, as is the case in New York, has an Inspec- 
tion Bureau to attend to the weighing and inspection of 
cotton for delivery on future contracts. This Inspection 
Bureau may be used also in the spot business if desired. 
There are also rules for levee inspection, to protect cotton 
from theft and weather, warehouse inspection and compress 
supervision. 
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Hester’s Figures.—As is the case in New York, the New 
Orleans Exchange has a statistical department whose fig- 
ures are of value to the trade. The Superintendent of the 
New Orleans Exchange is Mr. H. G. Hester, and the New 
Orleans figures are often called after him, ‘‘Hester’s Fig- 
ures.”’ 


CHAPTER XXIV 
OTHER AMERICAN EXCHANGES 


Southern Exchanges.—There are no future markets in 
the United States outside the New York and New Orleans 
exchanges. There have been attempts to start outside 
future trading at other points, but the experiments have 
not been successful. The truth is that the two large future 
markets in this country, together with the similar market 
in Liverpool, take care of the necessary business in futures. 
Other future markets are not yet needed. The southern 
exchanges do regulate and control the spot business in 
their respective markets. In those places, designated for 
the purpose by the Secretary of Agriculture, we have seen 
that they also perform an important service by furnishing 
New York with differences on grades other than middling, 
from the average of which figures the New York differences 
are computed. 

Spot Market Rules—Each of the southern exchanges 
has a set of rules to govern the spot business in its particu- 
lar market. The rules vary somewhat with local conditions 
and we need not go into them. The general practice of all 
the exchanges is to insist that any one doing business in the 
local market must be a member of the local exchange. 
Of course, they cannot enforce such a rule save by pro- 
hibiting their own members from doing business except 
through the Exchange, but that is usually sufficient. For 
example, if you are a nonmember of the Memphis Ex- 
change and wish to buy cotton in the Memphis market, you 
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Exchange. The object of the rule is twofold. In the first 
place it makes membership in the Exchange attractive and 
thereby strengthens its hold upon its members. In the 
second place, it gives the Exchange a control over the busi- 
ness in the local market, which control has been beneficial 
to the trade. 

Statistics—AIl these exchanges collect statistics of their 
local market which are of value to the trade at large. They 
furnish daily a statement of their warehouse stock, number 
of bales sold and price of middling. They also furnish a 
statement of the number of bales of ‘‘unsold’’ cotton in 
their warehouse stock. The term is used to describe the 
bales which have not yet been sold out of first hands. That 
is to say, ‘‘unsold’’ cotton is the stocks still in the hands of 
farmers, factors, or other commission men, not yet sold to 
the regular cotton merchants. 

Quotation Service—All these exchanges maintain a 
‘‘continuous quotation’’ service for their members. Large 
blackboards are erected upon the floor of the Exchange, the 
quotation wire runs across the tops of the boards with the 
usual sounders so that the operators employed by the Ex- 
change can take the quotations off the wire and write them 
up on the boards. Usually two, or possibly three, ‘‘active’’ 
months are quoted regularly, and the other deliveries only 
at the opening and close. In this manner the New York 
and New Orleans markets are always available to the mem- 
bers who have only to walk on the floor of their local Ex- 
change, or telephone to the office, in order to obtain the 
latest quotations. The Liverpool cables, ‘‘12.30 opening 
and market prices,’’ and the ‘‘2 P. M. cables’’ are also re- 
ceived, and one or two active deliveries are quoted in inter- 
mediate cables. 

Spot Quotations.—We have seen that all these exchanges 
furnish middling quotations every day with their report 
of the day’s sales. Ten of them are also designated by the 
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Secretary of Agriculture to furnish the quotations on which 
the ‘‘average’’ differences on and off middling for cotton 
delivered on New York future contracts shall be calculated. 
These ten Exchanges are: (1922) Galveston, Houston, 
Dallas, Little Rock, Memphis, Montgomery, Augusta, Sa- 
vannah, Norfolk, and New Orleans. It is of the utmost im- 
portance that these quotations should be made up carefully 
and accurately. It is not always possible to quote every 
grade from actual sales, and there are regulations of the 
Department covering the fixing of differences by compari- 
son with grades sold, so that the price of grades, in which 
no actual transactions have taken place, may be accurately 
fixed. It is a sad fact that these quotations have often been 
carelessly made up, and that they have also represented at 
times not the real market, but the market which some 
specific committee believed should exist for the good of 
the trade. The quotations were so irregular in 1919 that 
a meeting was called by the Bureau of Markets in Memphis 
in April of that year to devise methods of improvement. 
We shall have more to say on this subject when we come to 
discuss the relations between spots and futures. 

Committees.—These exchanges all have their own arbi- 
tration committees to settle disputes in the local market, 
and they have also committees to handle charges of 
unbusinesslike or fraudulent conduct. They are of impor- 
tance in controlling the handling of cotton and in raising 
and maintaining high standard of business conduct. 

Associations—In addition to the local exchanges, there 
have recently appeared associations of merchants in differ- 
ent sections of the belt, as for example the ‘‘ Southwestern 
Cotton Buyers’ Association.’’ These bodies have rules and 
regulations covering purchases of cotton in the country, 
and they also hold annual conventions at which problems 
of the trade may be discussed. 
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New England Cotton Buyers’ Association.—There are 
three such bodies in New England, namely, The New Eng- 
land Cotton Buyers’ Association of Boston, the Fall River 
Cotton Buyers’ Association, and the Providence Cotton 
Buyers’ Association. There is also an association of cotton 
manufacturers, known as the Arkwright Club. . 

New England Mill Terms.—These four New England as- 
sociations have joined to publish what are known as the 
“New England Mill Terms.’’ These terms cover Ameri- 
ean cotton, as Egyptian and Sea Island are not ineluded in 
the rules. Almost all cotton now sold in New England is 
covered by these terms. They provide that ‘‘short staple’’ 
cotton shall be shorter than an inch and an eighth and that 
““staple cotton’’ shall be an inch and an eighth or above, no 
matter from what territory the cotton may be shipped. 
United States standards of grade are to be used, and ‘‘even 
running’’ lots may include 5 per cent half a grade below 
the one specified, provided such cotton be offset by 5 per 
cent half a grade above the one specified. A sale of an 
“‘average’’ grade may have 5 per cent below the lowest 
grade specified, provided 5 per cent be a half grade above 
the highest specified. When a lot sold by actual sample 
‘does not equal the samples, the buyer may reject the en- 
tire lot if 50 per cent or more of the samples show the 
cotton not up to the ‘‘actual samples’’ submitted. If the 
proportion be less, then that proportion may be rejected, 
but the redrawn samples of the entire lot must be ex- 
hibited. 

Arbitrations—On short staple lots the differences be- 
tween grades shall be fixed on the first business day of the 
month, and shall be the average of the differences on that 
day on the New York, New Orleans, and Memphis Cotton 
exchanges, and either the Savannah or Augusta exchange. 
The New England Cotton Buyers’ Association, the South- 
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ern Cotton Shippers’ Association, and the Arkwright Club 
shall each select and pay the salary of one classer, the three 
classers to act in case of cotton submitted to them for arbi- 
tration as to grade or staple or both. The classers do not 
declare the length of any staple, but simply judge the length 
in-comparison with a type to be agreed upon by the seller 
and buyer, and which must be submitted at the time the 
samples are submitted. There is a Board of Appeal con- 
sisting of one member of the New England Cotton Buyers’ 
Association, or one member of the Fall River Cotton Buy- 
ers’ Association and the Providence Cotton Buyers’ Asso- 
ciation, one representative of the manufacturers and a third 
member to be selected by the first two. Any dispute as to 
whether a shipment conforms to the terms of sale, except 
as to actual grade and staple, the amount of allowance and 
the interpretation of the ‘‘terms”’ is referred to this Board 
of Appeal upon the request of either party at issue. The 
Board of Appeal is selected annually and upon such dis- 
putes their decision is final. 

Other Provisions—There are regulations as to redrawn 
samples so as to protect the rights of both parties. There 
are regulations as to terms of shipment. For example, 
‘‘immediate shipment’’ means that the bills of lading must* 
be signed within 14 days of date of sale. Cotton sold for 
specific months must have the ladings dated within the time 
specified in sale note. Invoice weights must be on the basis 
of 50,000 pounds to the 100 bales and must not vary more 
than 2 per cent from that figure. Invoice weights must be 
guaranteed, but the cotton must be reweighed within 48 
hours of arrival according to certain specified rules as to 
scales and records. In ease, on the reweights, the cotton 
loses 5 pounds or more to the bale, the cotton must be held 
ten days that the seller may have the bales weighed again 
to check the loss, if he so desires. In case the purchaser 
does not give access to the cotton within ten days, he must 
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allow a quarter pound per bale per day until he does give 
access. On reweighed cotton an allowance is made of one- 
quarter pound per bale for samples, and one and a quarter 
- pounds for bands. Tare is limited to 4.8 per cent of the 
invoice weight. There are also rules about grade and staple 
claims, about replacements of rejected cotton, and about 
insurance on shipments. This very brief summary of the 
“‘New England Mill Terms’’ is taken from the edition of 
August 1, 1920. The terms in full are important in con- 
nection with all shipments to domestic mills, particularly 
in New England, and for this reason the summary in the 
text is given. 
Los Angeles.—This market is rapidly becoming of im- 
portance, particularly in connection with long staple 
“‘American-Egyptian’’ cotton. There is now a Cotton Ex- 
change in Los Angeles, and there have been proposals to 
start a future contract market there in long staple cotton. 


CHAPTER XXV 
LIVERPOOL COTTON ASSOCIATION 


Liverpool a Large Cotton Market.—We have remarked 
before that an importing country has its cotton business 
centralized at the port through which the bales are brought. 
In the case of Great Britain this port is Liverpool because 
of its proximity to the Manchester mills. We should expect 
to find a large volume of business concentrated in Liver- 
pool, and as a matter of fact Liverpool is one of the largest 
cotton markets in the world. If we omit Germany, England 
imports more American cotton than all the rest of Europe 
put together, and this cotton moves through Liverpool. 
Before the World War Liverpool has often had in her ware- 
houses a stock of over a million bales of American cotton, 
and since the War the stock has approximated that figure. 
The cotton business in Liverpool is by no means limited to 
American growth, for I have seen in a sample room of a 
Liverpool merchant cotton from America, Egypt, Brazil, 
Peru, East and West Africa, and the East Indies. 

Liverpool as a Future Market.—It is not surprising 
there should be a future market in Liverpool, nor is it sur- 
prising that this market should be one of the three large 
future markets in the world. The dealings in American 
cotton for future delivery in Liverpool are large, and the 
market ranks with New York and New Orleans. But in 
Liverpool there is another future market, namely, in con- 
tracts for Egyptian cotton. This market offers the only 
real opportunity to trade in long staple cotton on contract, 
and is used extensively by dealers in staple cotton. Even 
merchants from the United States have made use of the 
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to be known by manufacturers of both fine goods and tire 
yarns. 

Liverpool American Future Contract.—We shall first 
take up dealings in the Liverpool market for the future 
delivery of American cotton. The contract for the future 
delivery of American cotton on the Liverpool Exchange is 
given on page 290. 

Remarks on Contract.—You will note that this is a 
“Basis Fully Middling’’ contract with a low middling 
clause, that is to say, nothing below the latter grade can be 
tendered. The standards of classification are the Liverpool 
standards which we compared with the United States Gov- 
ernment standards on page 75. Prior to 1917 for many 
years the Liverpool contract had been ‘‘ Basis Middling,’’ 
nothing below ‘‘Good Ordinary.’’ In September, 1917, the 
British Government control through the Board of Trade 
required the Association to adopt*an emergency contract 
for use in the War which called for Good Middling and per- 
mitted the delivery of nothing below Good Middling. This 
emergency contract on which no cotton was tendered was 
superseded in 1919 by the present form, trading in which 
began with the May, 1919, delivery and has continued ever 
since. When future trading first began in Liverpool in the 
early seventies, a great deal of cotton still came over in 
sailing ships, and for this reason the original future trading 
was in ‘‘coupled months,’’ as, for example, J anuary- 
February, March-April, May-June, July-August, October- 
November, and December-January. These were the active 
deliveries corresponding to the active months in New York, 
while the inactive deliveries were matched in the same man- 
ner, as, for example, ‘‘February-March.’’ This double 
contract. gave ample time for the cotton to leave an Ameri- 
ean port and be delivered on the future sale in Liverpool. 
Long before 1914 these coupled months had served their 
purpose, and when the Exchange reopened for trading, the 


Liverpool Cotton Association 
War Relief Stamp 
LIVERPOOL COTTON ASSOCIATION, LIMITED 
Contract Form 5b 
100 BaLEs 


AMERICAN COTTON DELIVERY CONTRACT NOTE 
(Adopted 27th., January, 1919) 
LAVEBROOM eatice 2 so tse dk Seale 192... 


Dear Sirs: to 
We have this day........<.--..-«. you, to be de- 


livered ex warehouse in Liverpool during........ Ay P. - 48,000. Z 
pounds AMERICAN COTTON net weight, to be contained in 
... One Hundred ... American bales, more or less, of any grade 
not lower than LOW MIDDLING (equal in color to the stand- 
ard and of fair staple), or if tinged or stained, of any grade 
which (irrespective of allowance to the seller for Staple) is at 
least equal in value to LOW MIDDLING (equal in color to the 
standard and of fair staple) at the price of......... pence per 
pound for Fully Middling (equal in color to the standard and 
of fair staple), with additions or deductions for such other 
qualities as are within the contract according to their value as 
compared with the spot value of FULLY MIDDLING (equal in 
color to the standard and of fair staple) on the day the cotton 
is tendered. 

There shall not be more than one tender nor more than three 
lots for each 48,000 pounds and each 48,000 pounds shall be 
treated as a separate Contract. The additions or deductions 
for quality shall be settled by arbitration, but any lot not in 
accordance with the Contract, or any bales below, or of less 
value than LOW MIDDLING (equal in color to the standard 
and of fair staple) may be returned by the Buyer under the 
provisions of Rule 261. 

In the event of Cotton of Staple better than 13/16 inch being 
tendered, the seller shall make an allowance to the buyer of 
20 per cent of excess value of such staple cotton over 13/16 
inches. 

The Contract, of which this is a note, is made between our- 
selves and yourselves and not by or with any person, whether 
disclosed or not, on whose instructions or for whose benefit the 
same may have been entered into. 

{ This Contract is on “Settlement Terms,” and is therefore 
subject to Weekly Payments as provided for in the Rules. 

This Contract shall not be cancelled on any ground and is 
subject to “The Rules of the Liverpool Cotton Association 
Limited”, and in case of any question or dispute the matter 
shall be settled in accordance with the Rules as in force at the 
date of this Contract. : 

The Contract, of which the above is a note, was made on the 
date specified, within the business hours fixed in the Rules. 

Yours faithfully, 
(Entered at Stationers’ Hall) 
Copyright Registered 
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coupled months were superseded by a single month con- 
tract. It is necessary to remember the old double eontract 
in Liverpool because all quotations prior to 1914 are given 
in the double months. 

Interest.—The Liverpool contract is also an interest- 
bearing contract. One of the rules in the ‘‘settlement 
terms’’ requires that the one who makes the profit shall 
pay the other side of the contract interest from the date of 
settlement until the due date of the contract. The old the- 
ory was that if a man bought an October contract during 
the early summer, resold that contract in July at a profit, 
it was a matter of convenience to him to have the money 
paid him immediately in cash instead of waiting until 
October when the contract was due. So the custom of 
charging and receiving interest on contract settlements 
continues in Liverpool to this day. The same custom used 
to exist in the American market, but was done away with 
years ago. It is maintained in Liverpool, owing to legal 
opinion, that under the English law it increases the validity 
of the contract. So far as the American client is concerned, 
he will find the credit if he loses money, or the charge, if 
he makes money, in his account sales when he receives it 
from his Liverpool broker. 

Fluctuations.—For years the Liverpool market fuctua- 
tions were first in sixteenths, then in thirty-seconds, and 
later in sixty-fourths of a penny per pound, but finally 
following the lead in New York the decimal system was 
adopted and is in force to-day. A Liverpool ‘‘point’’ is 
one one-hundredth of an English penny per pound of cot- 
ton. ‘‘Half points’’ are permitted, and prior to the War 
were in fairly common use. In the last eight years fluctua- 
tions have been so wide and so rapid that half points are 
seldom met with nowadays, but they are permitted, so that 
if you see the report of a Liverpool sale at 9.9514d. do not 
be surprised, as it will merely be another sign that we are 
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returning to normal. In the Liverpool circular all quota- 
tions followed by the asterisk (*) are transactions in one 
contract, one hundred bales only. 

Comparison of the English and American Point.—The 
Liverpool point is figured roughly to be worth double the 
American point. That is to say, if you wish to figure the 
comparative values of Liverpool and New York or New 
Orleans, double the Liverpool price. For example, if May 
Liverpool was quoted at nine-pence, it is figured as being 
equivalent to eighteen cents American. It is needless to 
say that this is a rough approximation, and that it is more 
accurately calculated by those who make a business of 
arbitraging between the English and the American market, 
but for rough and ready ring work it does very well. 

Liverpool Weight.—As the Liverpool contract is ‘‘net,”’ 
that is to say, with bagging and ties removed, the weight is 
48,000 pounds to the hundred bales. The American future 
contract is ‘‘gross weight,’’ so that the weight is 50,000 
pounds to the hundred bales. 

Hours of Trading.—The Liverpool market opens at ten 
A. M. Liverpool time, and closes at 4 P. M. The directors 
have the power to extend trading on days of Government 
reports so that the Liverpool market will be open for trad- 
ing when the report is received. Prior to 1914 the market 
was open on Saturday, but that is not the case at the present 
time. 

English and American Time.—There is five hours’ dif- 
ference in time between New York and Liverpool. It is 
five A.M. in New York when the market in Liverpool is 
opening at ten A. M., and it is eleven A. M. New York time 
when the Liverpool market is closing at four P. M. It re- 
sults, therefore, that New York and Liverpool are open 
together between three and four P.M. Liverpool time and 
between ten and eleven A. M. New York time. Similarly 
the New Orleans market is open from nine to ten New 
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Orleans time during the hours of Liverpool trading. As 
Liverpool has daylight saving, New Orleans is open 
with Liverpool from eight to nine A. M. New Orleans time 
during the months when daylight saving is in force. It is 
necessary to remember the hours when the markets are open 
simultaneously because a great deal of arbitrage business is 
constantly done between New York and Liverpool. 

No Calls.—There is no opening call in Liverpool and 
no other calls. The market opens with general trading in 
all deliveries and so continues until the close. The great- 
est time of activity is the hour from three to four when the 
American markets are open. This does not mean that 
Liverpool always follows New York. It frequently does 
follow New York, but sometimes Liverpool will move one 
way or the other before New York opens, and then it is the 
American markets that follow Liverpool. 

Clearing House.—The Liverpool market has no clearing 
house for contracts, and, while it has a clearing house for 
settlements, it is worked in an entirely different manner 
from the American custom. In the first place, all trading 
in Liverpool is on the basis of weekly settlements. On Mon- 
days at eleven A. M. the prices are struck by the Future 
Committee, and on those prices statements are made up, 
carrying interest pro and con and must be in the clearing 
house on the Wednesday morning. Checks for differences 
must be paid into the Cotton Bank by noon on Thursday. 
Any member failing to make payment in time would be 
posted as a defaulter. In other words, all contracts are 
written up to, or down to, the market price at eleven Mon- 
day morning and the settlement is due Thursday at noon. 

No Variation Margin.—No margins or payments are al- 
lowed to pass between members except in the settlements. 
In fact, such payments are strictly forbidden by rule, as 
they are regarded as preferential. The whole system is in 
effect a week’s credit as between member and member trad- 


2994 COTTON AND THE COTTON MARKET 


ing in the ring. A member may make any arrangement he 
likes with his client. 

Cotton Bank.—The Cotton Bank is worked through the 
medium of the Bank of England, which is paid so much 
a year by the Liverpool Cotton Association for working the 
account. Suppose Jones and Co. owe £5,000 on the week’s 
settlement. They make out a check in favor of the Bank 
of England ‘‘account the Cotton Bank,’’ and the Bank of 
’ England then gives the clearing house a credit voucher on 
account of Jones and Co. for that amount. Meantime Jones 
and Co. will give each firm to whom they owe money on 
settlement a credit voucher on the clearing house until the 
balance is exhausted. In the same way they will receive 
credit vouchers from those who owe them. 

Clearing Contracts.—The clearing house only clears 
contracts when a tender or docket is started., but of course 
a single hundred bales may circulate and easily wipe out 
20,000 or 30,000 bales before they stop. A great many con- 
tracts are practically cancelled between members by being 
“‘rung out.’’ 

Tenders.—In Liverpool a tender on future contracts is 
called a ‘‘docket.’? Tender days are Mondays, Wednes- 
days and Fridays, also the first and last days of the month 
if fallmg on any other day, market holidays excepted. 
Dockets are issued through the clearing house at noon on 
the day appointed and a firm receiving a docket, unless 
they have sold it on to some one else and have given par- 
ticulars of the sale to the clearing house, will be required 
to take delivery of the cotton within ten days, payment 
cash against delivery. They can, however, resell, usually 
at a small discount as a ‘‘back date.’’ Each docket con- 
sists of about 100 bales, net weight to average 48,000 
pounds, and must consist of not more than three qualities 
or marks. The quality and staple are determined by arbi- 
tration, and the value on and off middling for other grades 
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are determined by the differences prevailing the day the 
cotton is tendered. 

The largest quantities tendered on docket during one sea- 
son were: 1910-1911, 279,700 bales; 1911-1912, 225,000 
bales ; 1912-1918, 205,700 bales; 1913-1914, 353,400 bales. 
The largest amount of money ever passed through the clear- 
ing house in a single day was £3,207,700, and the next 
largest was during the ‘‘Sully Year,’’ £2,156,000. 

Failures.—Suppose a firm finds that it cannot meet the 
settlement the coming Thursday. Usually such firm does 
not wait until the actual day, but a few days in advance 
notifies the President by letter that it cannot meet its obliga- 
tions. This letter is read to the ring by the Secretary from 
the platform alongside the trading pit. At once, within 
two or three minutes, the ‘‘ American Arrival Committee’’ 
is called, and fixes the prices at which contracts are to be 
settled. These prices are supposed to be the market value 
of the respective months at the time the failure was an- 
nounced. In the meantime, those having contracts with 
the failed firm buy them in or sell them out as best they 
ean. All claims on the failed member’s estate must be 
based upon the prices fixed by the committee. The Clear- 
ing House Committee are also called together at the same 
time to confirm the prices struck and to settle any details 
as to spot transactions or dockets in which the estate may 
be interested. A committee is usually appointed from 
among the creditors to look into the affairs of the failed 
firm and ascertain whether there has been any gross over- 
trading, dishonest or unbusinesslike conduct, what was the 
cause of the failure, and any other facts. This committee 
afterwards reports to the Board of Directors who take the 
matter into consideration in case the failed member, having 
made a settlement with his creditors, seeks reinstatement. 

Egyptian Future Contract.—The contract for Egyptian 
Future Delivery is: 


Liverpool Cotton Association 
War Relief Fund Stamp 


LIVERPOOL COTTON ASSOCIATION, LIMITED 
Oontract Form 8b 
50 Bases 
EGYPTIAN AND/OR SOUDAN COTTON DELIVERY 
CONTRACT NOTE 
EAVERPOOE he ae ceo sinus 2 es eae 


occ er oes eee eer resr eet oeeerseeseses 


Dear Sirs: 


We have this day... 0+.siecsacce s+ «> 


livered ex warehouse Liverpool during........ -... 

pounds Egyptian and or Soudan Cotton net weight to be con- 
tained in... Fifty . . . bales, more or less, not lower in grade 
than GOOD FAIR, of any growth at the price of........ pence 
per pound for FULLY GOOD FAIR SAKELLARIDIS Standard 
quality of the Liverpool Cotton Association, Ltd., with addi- 
tions or deductions for other qualities according to their value 
as compared with the spot value of FULLY GOOD SAKEL- 
LARIDIS on the day the Cotton is tendered, allowance to the 
seller not to exceed 5d. per pound. Soudan Cotton may be 
tendered on this Contract, provided it is not grown from Ameri- 
can Seed and the staple is not inferior to the average staple of 
Upper Egyptian Cotton. 

There shall not be more than one tender nor more than two 
lots for each 36,000 pounds, and each 36,000 pounds shall be 
treated as a separate Contract. The additions or deductions 
for quality shall be settled by arbitration, but any lot not in 
accordance with the Contract, or any bales below or of less 
value than the grades tenderable, may be returned by the buyer 
under the provisions of Rule 262, and if more than 20 per cent 
of any tender is not in accordance with the Contract the whole 
tender may be returned, under the provisions of the same Rule. 

The Contract of which this is a note is made between our- 
selves and yourselves and not by or with any person whether 
disclosed or not, on whose instructions or for whose benefit the 
same may have been entered into. 

This Contract is on “Settlement Terms,” and is therefore 
subject to Weekly Payments as provided for in the Rules. 

This Contract shall not be cancelled on any ground and is 
subject to the Rules of the Liverpool ‘Cotton Association, Lim- 
ited, and in case of any question or dispute the matter shall be 
settled in accordance with the Rules as in force at the date of 
this Contract. 

The Contract, of which the above is a note, was made on the 
date specified within the business hours fixed in the Rules. 
Yours faithfully, 


(Entered in Stationers’ Hall) 
Copyright Registered 
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Egyptian Market.—The fluctuations in the Egyptian 
future market are supposed to be one one-hundredths of a 
penny, the same as with American futures, but the trading 
is by no means as active. In fact, the market is a very 
limited one, especially since the War and the weevil together 
have raised the price of all long staple cotton to such re- 
markable levels. The result is that prices in the Egyptian 
market are ‘‘jumped’’ very badly, the market sometimes 
moving 20 or even 50 points between trades. A fluctuation 
of 10d. per pound has been known between one day and the 
next. The clearing house handles contracts for Egyptian 
cotton precisely the same as it does contracts for American 
cotton. The prices are struck on Mondays at eleven and 
settlements made on Thursdays. Tenders are made on 
docket in the same manner, but they do not amount to more 
than a few hundred bales. 


The Liverpool Cotton Association issues large official 
forms, both for contracts between members and also as be- 
tween members and clients. The forms used above are those 
in use between members and members trading in the ring. 
The firm issuing the contract note always has its name 
printed in red ink diagonally across the face of the form 
to protect itself against any unauthorized use of the 
contract forms. 


CHAPTER XXVI 
TRADING IN THE LIVERPOOL MARKET 


Liverpool Spot Market.—Liverpool is the largest cotton 
market in Europe, and it is probable it is also the largest 
spot cotton market in the world. It deals in cotton from 
all countries, but we are primarily interested in its han- 
dling of American cotton. The system for handling Ameri- 
can cotton in Liverpool is quite different from that in any 
market in this country. This is a natural result of the fact 
that all cotton handled in Liverpool is imported over some 
three thousand miles of ocean, so that special machinery 
has been developed. 

Importing Houses.—First, we have the importers, or 
the merchants who bring the American cotton to Liverpool. 
They may buy it in the United States in any one of several 
ways. Hither they may buy direct from Liverpool by cable 
from various southern merchants, this being the ‘‘CIF 
and Six’’ cotton which we have already mentioned, the 
abbreviation meaning ‘‘Cost, Insurance, Freight and 6 per 
cent tare’’; or the Liverpool importers may buy through 
their own agencies in the South; or through their own 
representatives or partners traveling through the belt. 

Selling Brokers.—The importers usually have ‘‘selling 
brokers’’ to assist them in reselling the cotton after its 
arrival in Liverpool. In fact, some of the smaller importers 
are often financed by the richer selling brokers, who then 
handle the cotton for them. 

Spinners’ Buying Brokers.—Neither the importer nor 


the selling broker deal direct with the spinner, who almost 
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invariably buys through a ‘‘buying broker.’’ These are 
the nearest approach to the American ‘‘spinners’ brokers.’’ 
They handle all the business for the mills they represent, 
even attending to such future contract business as the mills 
may require in the line of hedging the sales of yarns or 
goods, or even the stock of cotton on hand. Often these 
buyers do nothing but buy for their mills. They will 
neither import cotton, nor offer cotton for sale, but simply 
act as buying brokers for the mills they serve. Some of the 
old line spinners will not deal with any one who offers cot- 
ton for sale on his own account. A number of the newer 
“‘limited’’ companies operating mills are largely controlled 
by their buying brokers. These take a large number of 
shares, and in the case of the more wealthy firms, also lend 
the mills money. Of course the condition is made that the 
mill shall do its buying through this particular firm of 
buying brokers. Some of the larger importing houses also 
make an arrangement of this kind with some mills. Then 
it obviously does not matter whether the firm is acting as 
importer or as buying broker. It is all the same, they 
supply the mill as per agreement. 

Merchant Brokers.—These firms import very largely 
but sell a greater proportion of the cotton to their own 
spinners. They will also sell on commission for clients. 
They also sell on the open market, or through selling 
brokers, just as the ordinary importer does. They do not 
force their cotton on the spinners with whom they have 
business arrangements. 

Unwritten Rule.—There is an unwritten rule in Liver- 
pool that, except where there is an actual connection or 
arrangement with certain spinners, cotton shall not be sold 
direct to the mill but only through the medium of a buying 
broker. This rule is pretty well observed, although there 
are some large firms which have begun to sell wherever they 
ean, irrespective of the buying broker. We can thus see 
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that, even in Liverpool, conservative as the market is, there 
are signs of the slow change, eliminating additional mid- 
dlemen. 

Liverpool Sales.—The sales of spot cotton in the Liver- 
pool market are large at all times, but in certain weeks of 
the season, not the same in each year, when for some reason 
the spinner in Manchester desires to supply himself, the 
sales will mount to many thousands of bales. Thus, in the 
season of 1920-1921 the smallest weekly sales were in the 
week ending December 24, 1920, all kinds, 8,000 bales, and 
American, 6,000 bales. These figures were again reached 
in May, 1921, during the British coal strike. The largest 
weekly sales were for the week ending July 15, 1921, all 
kinds, 68,000 bales, American, 43,000 bales. 

Payments Through Clearing House.—In former years 
all spot payments were made by each individual firm in 
cash, the carrying around of large sums of money being 
most dangerous. A large robbery finally put a stop to this 
practice and all spot payments are now made through the 
clearing house. Suppose a spinner owes his buying broker 
£10,000 for cotton bought for his account. He instructs 
his bank to pay the Cotton Bank £10,000 to the credit of 
his buying broker. The Cotton Bank then gives the buying 
broker a credit voucher for that amount and he can, in 
turn, issue credit vouchers against it to the firms from 
whom he bought the cotton. 

Liverpool Arbitration.—A great deal of cotton is sold 
both to Liverpool and to the continent on ‘‘Liverpool Arbi- 
tration.’’ Arbitrations in Liverpool are conducted on the 
following system. The shipper and buyer each appoint a 
member of the Liverpool Cotton Association to act for 
them. Formerly these arbitrators had to be appointed 
from a board of eighteen ‘‘ Official Arbitrators,’’ but this 
has now been dissolved, and any member of the Association 
may be selected. Sometimes there are two sets of samples, 
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one drawn by the seller and one by the buyer, but more 
often there is one set drawn by the seller’s men and the 
buyer’s men acting together. The arbitrators then examine 
the cotton carefully, and, if they cannot agree, a third mem- 
ber of the Association is called in as umpire. There is a 
rule that the arbitrator who is furthest away from the um- 
pire’s decision pays the latter’s fees. For instance, on an 
arbitration A says the cotton should be .03d. off, and B says 
it should be .12d. off. Mr. C, the umpire, is called in and 
views the cotton, writing his award upon a piece of paper. 
Then C says: ‘‘What is the question?’’ and they call off 
03d. and .12d., respectively. The umpire then looks at his 
paper and shows it to the others, showing that he had 
marked down .04d. off as the award. B is the furthest 
away from the decision, and he has to pay the umpire his 
fee, which is one-half of B’s arbitration fees. The decision 
is subject to an appeal by either party to the “* Official 
Appeal Committee.’’ This committee consists of nine mem- 
bers, supposed to be the pick of the arbitrators and the best 
judges of quality in the market. 

CIF and Six cotton is usually sold with the clause ‘‘No 
allowance to sellers,’’ but with this provision printed in 
the contract: ‘‘Should arbitration be demanded by the 
buyer the contract shall then be subject to mutual allow- 
anees.’’ This clause was adopted because years ago a cer- 
tain class of buyers, generally from the continent, would 
request an arbitration as soon as the ship entered the 
Mersey, on the ground that they might get something, and 
at any rate only risked an arbitration fee. Now the rule 
has stopped this, because the arbitrators sometimes make 
an allowance ‘‘on,’’ thereby forcing these buyers to pay a 
higher price. 

Differences on or Off for Grade.—The matter of grade 
differences is a subject for mutual arrangement. Cotton 
is sometimes sold on ‘‘fixed differences’’ or the differences 
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prevailing at the time of shipment. If nothing is specified 
on this point, then the cotton is subject to the differences 
when arbitrated. Cotton must be arbitrated within ten 
days of arrival and the differences are those prevailing on 
the day of arbitration. 

Disputes Over Liverpool Arbitration.—Liverpool arbi- 
trations have been the cause of much hard feeling on the 
part of the American shipper whose grievances are in part 
his own fault. In the first place, many shippers fail to 
understand that the cotton will be classed, not by grade, 
but by so many points in value on or off the grade sold. 
This can be made a very technical method of classing cot- 
ton, and it is certainly a very close way of doing so. It is 
difficult to get cotton even running, it is difficult to get all 
the bales exactly equal to a type. Now, if each bale is to 
be penalized a few points, there will be a claim when the 
shipper did not expect one, then he is irritated. Of course 
there soon comes a point where a claim is justified, and 
where indeed the shipper expected one. When you are 
shipping cotton from the interior, it is not always possible 
to make just the shipment you might wish. Sometimes the 
cotton you bought to go on the order is stalled in a country 
compress, sometimes it is not unloaded from the country 
owing to a block in the press, sometimes it is wet and ean- 
not be shipped, then the shipment has to be made as best 
you can. It will be as close as you ean get to the quality, 
but you are aware there may be a claim. When the award 
of the arbitration is received the amount is staggering, and 
the reason is that the differences between grades have spread 
while the cotton was in transit, and the arbitration was 
made on the arrival. The importer in Liverpool naturally 
feels that he was not responsible for the circumstances 
which brought about the shipment of cotton not quite up 
to the quality sold. On the other hand, he passed the sale 
on and was called upon to make good the difference in value, 
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and feels the shipper should pay the bill. A merchant in 
the South feels that he has been unmercifully penalized 
for a trivial fault, for which, after all, he was not to blame. 
The net result is more or less bad feeling on both sides. 

The fairest solution would seem to be that the buyer and 
the seller should divide the risk of the differences between 
them. It is useless for the importer to say that the shipper 
would have no loss did he ship according to contract. As- 
suming that the shipper be honest, and on any other sup- 
position it is foolish to consider the case, he cannot always 
avoid claims. A good deal of the friction could be fairly 
avoided by an agreement that the differences of grade of 
the date midway between the date of the bill of lading and 
the date of arrival be taken as the basis of settling arbitra- 
tion awards. The importer should remember that, after all, 
the shipper trusts a good deal to the Liverpool Cotton Asso- 
ciation when he sends his cotton three thousand miles away 
to have its value decided by arbitrators, only one of whom 
he is likely to know in person. 

It is not likely that any such suggestion would be favor- 
ably received, so that the friction over Liverpool awards 
will continue so long as cotton is exported. The shipper 
has two or perhaps three remedies. He can refuse to sell 
cotton Liverpool arbitration. He can in that case sell to 
the Liverpool firms with offices in this country and let them 
take the risks of the quality and of the differences on ar- 
rival at Liverpool. He can make an arrangement with the 
firm with whom he deals as to the date on which differences 
for arbitration are to be taken, selecting, for example, the 
date of shipment. Then the importer assumes the risk of 
the difference widening and will probably wish to be reim- 
bursed by getting his cotton at a lower price. Finally the 
shipper can raise his price to compensate for the risk, but 
in that case he may do very little Liverpool business. The 
firm for which I worked in the South years ago would not 
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sell cotton to Liverpool on description below the grade of 
middling, and would not sell at all after a certain date in 
the fall, if they could avoid doing so. The trouble is that 
when domestic business is slack, the banks are pressing, and 
interest charges are mounting, the place where you can al- 
ways sell cotton at a price is Liverpool. Consequently most 
merchants are glad to keep in touch with their Liverpool 
correspondents. 

Liverpool Importer Risks.—It should be frankly stated 
that the risk is not all on the side of the American shipper. 
The importer assumes a heavy risk in paying for cotton 
that he will not be able to examine short of six weeks or 
two months. He has suffered severely in the past from 
petty swindling on the part of disreputable American firms 
all the way to such downright frauds as astounded the cot- 
ton trade in 1910. Of course the importer is partly to 
blame—in 1910 he was almost wholly to blame—for doing 
business with firms having a shady reputation, simply be- 
cause he could buy from them cheaply. Black sheep exist 
in all flocks, and, while the American cotton merchant has 
reason to be proud that his flock contains so few, still he 
should remember that a Liverpool importer who has met 
one of these gentry will be shy for some time to come. 

Loss.in Weight Claims.—Loss in weight disputes have 
been largely eliminated by the ‘‘mutual allowance”’ system, 
but they still crop up now and then. The Liverpool man 
asserts that the American adds to his weights, to which the 
latter retorts that the 6 per cent tare will take care of that, 
and that he has a claim anyway. The practice, however, 
has happily gone more or less out of use. On the other 
hand, the claims for ‘‘internal damp,’’ or as the victim used 
to call them ‘‘infernal damp,’’ which ran the ‘‘adding’”’ a 
close second, have also come under such control that you do 
not hear of them to the extent that was once the case. We 
can leave them both to mildew. The Englishmen object 
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that the offense of adding to the weights is heinous, while 
the damp in the bales is an actual loss to the spinner besides 
injuring the machinery. The American will retort that 
the adding did no one any real harm because the tare rarely 
equaled 6 per cent and there was in any event a loss in 
weight claim, while the internal damp was due to the sea 
air, did no real damage, and was simply another device 
for making a claim. They may both be right. 

Other Foreign Cotton Exchanges—Havre.—There are 
three other cotton exchanges which have contracts for fu- 
ture delivery. Havre, France, has had for many years 
trading in fifty-bale contracts American cotton. Prior to 
the World War the Havre quotations were posted daily on 
the New York Cotton Exchange, although there was little 
or no American trading in them. There used to be quite a 
bit of arbitrage between Liverpool and Havre and New 
York and Havre, but it was always done from the other 
side, not from New York. It is an interesting commentary 
on Government management that cables between Havre and 
Liverpool were regularly dispatched via New York. The 
cable from Havre to New York was privately owned and 
operated and so was the cable from New York to Liverpool, 
while the direct Liverpool-Havre lines were government 
owned and operated. A message sent from Havre to New 
York and resent from New York to Liverpool would arrive 
in Liverpool hours ahead of a message sent on a direct 
government line. 

Bremen.—Prior to 1914 the Bremen Cotton Exchange 
had been making efforts to secure all the Continental busi- 
ness, a great deal of which had always been done in Liver- 
pool. Bremen had succeeded to a greater extent than was 
realized, and they thought they were in a fair way to rival 
Liverpool. They proposed to start a ring for future trad- 
ing, and they proposed to get firms on the Continent to buy 
cotton ‘‘Bremen arbitration and class’’ instead of ‘‘Liver- 
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pool arbitration and class.’’ Of course, the closing of the 
port of Bremen in 1914 put an end to all these fine schemes, 
and it remains to be seen what place Bremen will play in 
the future. 

Alexandria, Egypt.—There has been a future market in 
Alexandria for a number of years. This market was closed 
during the War, when the Egyptian cotton trade was under 
Government control. The quotations from Alexandria used 
to be seen around the Boston market, and they were also 
printed from time to time in the market bulletins, published 
every fifteen minutes or so by a news firm in the New York 
market. The Egyptian future ring in Liverpool is better 
known and more frequently used by merchants in this 
country. In a speculative sense the Alexandria market has 
been important at times. During the first decade of the 
century there were some very large speculative operators 
in Alexandria whose trading extended first to the Liver- 
pool market, and eventually to the New York market. 


PART III 
MARKETING AND HEDGING 


CHAPTER XXVII 
HEDGING 


Preliminary Remarks.—We have seen that the change 
brought about in cotton marketing by modern methods of 
communication was the fact that merchants now deal in 
time and not in distance. All modern business slowly came 
to be done ahead so that the mill is making goods in Sep- 
tember to be sold by the retailers the following spring. 
Such methods require that the merchant sell the spinner 
his raw material ahead, and to do this the merchant must 
have some means of protecting himself against the possi- 
bility of such loss as would ruin him. A merchant cannot 
undertake in the month of July to sell cotton for delivery 
in December or January unless he is protected as to an 
advance in price. The cotton is still growing on the plants 
and by the time he is to buy the bales to fulfill his sale to 
the mill, the weather may have ruined the crop and the 
price have advanced far beyond the level at which the sale 
was made. The gradual development of modern methods of 
communication brought about the necessity of doing this 
forward business, but alongside the cable and the telegraph 
had grown up a method of trading to protect the merchant. 
We have studied the details of future trading and future 
contracts in the three large Exchanges, New York, New 
Orleans, and Liverpool, and we have now to study the man- 
ner in which these contracts are actually used by the cotton 
merchant. He calls the use of the future contract for pro- 
tection ‘‘hedging,’’ a word understood perfectly by those 
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least by any one else. Even the dictionary shies at a defi- 
nition, for all that can be found in Webster’s Unabridged 
is the statement: ‘‘To hedge (com) to safeguard one’s self 
from a loss on a bet or a speculation by making compensa- 
tory arrangements on the other side.’’ So far as it goes 
that definition is correct, but it is sadly lacking. If there 
is anything not connected with hedging in cotton, it is 
betting, while, if the-methods of hedging were entirely 
perfect, speculation would be utterly eliminated. 

Trade Insurance.——Hedging has also been defined as 
‘‘trade insurance,’’ and this is a clever definition, because 
it accurately describes hedging from the standpoint of the 
individual merchant. If a shipper sells in the month of 
July to a mill cotton to be delivered the following Novem- 
ber, he must have some protection, or ‘‘insurance,’’ that 
in November the price will not be so high that his sale will 
net him a ruinous loss. This insurance he obtains by the 
purchase of future contracts in one of the three markets 
against his sale to the mill. If the price of cotton advances, 
then will the price of his future contract, his ‘‘hedge,’’ 
advance, so that while he may be compelled to pay a high 
price for his cotton in the South im the fall, yet the profit 
on his future will offset the loss on his spots. Conversely, 
if he buys a lot of cotton South for which he has no imme- 
diate use, he may sell futures against that cotton. Then, if 
the market declines, so that when he can resell his spot 
cotton he has a loss, he will recover that loss by the profit 
made by the repurchase of his future hedge. Such trade 
insurance is just as essential to the merchant as fire insur- 
ance, without: which he dare not carry a hundred bales of 
cotton overnight. Consequently, the ‘‘trade insurance’’ 
definition of hedging is correct, but it does not go far 
enough. 

Modern Markets.—Such a definition leaves the impres- 
sion that all there is in hedging is to put upon the shoulders 
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of some one else, presumably a speculator, the burden of 
risk, which the merchant cannot afford to carry himself. 
If that were the sole result of the great future markets, 
they would never have attained their present size and effi- 
ciency. It is true that a speculator may be the one to whom 
the merchant shifts the risk and it is true that speculators 
make money because they do assume such risks. On the 
other hand, the percentage of speculation in the future 
markets is amazingly small—the figures secured by actual 
observation and tests will not be credited by the outsider. 
If it were the speculator alone on the one hand and the 
merchant desirous of protection on the other who dealt in 
futures, the markets would soon dry up, because there 
would be far more hedges offered for sale in the fall, when 
the crop is moving, than the speculator could absorb; and 
far more contracts wanted in the summer than the specu- 
lator could provide. 
_ Buyers and Sellers United.—The world is a very large 
place and the cotton trade is carried on all over the world. 
The mill in New England has a demand for goods and buys 
cotton ahead. The merchant from whom that mill has 
bought the spots wishes to purchase futures against his sale. 
He sends an order to New York for the contracts, and the 
broker buys them, possibly from a speculator, but more 
likely from some one in the trade with hedges the other 
way to sell. It may be a merchant in Genoa who, having 
held contracts against a sale of his to a mill in Milan, now 
wishes to resell because he has bought the cotton South for 
shipment. It may be some other American merchant has 
secured cotton in the country for which he has no market, 
and is in his turn selling hedges. It makes no difference to 
our friend, nor to the American mill, all they know or care 
is that they can buy the cotton because there will be no diffi- 
culty in procuring the needed protection in futures. It is 
unthinkable that before a merchant should accept an order 
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he should have to stop and figure out from whom he can 
buy. He could not afford the time, money, or energy to be 
cabling and wiring all over the earth for a seller. Modern 
business could not be carried on in that manner. The cot- 
ton trade is accustomed to instantaneous acceptance of 
offers, and this is possible because through the future mar- 
kets all the buyers and sellers are concentrated in some one 
place between the hours of ten and three. An actual illus- 
tration of this buying and selling will be given a little later. 
Hedging a Growth.—It must not be supposed that hedg- 
ing was invented by the cotton trade overnight. On the 
contrary it was a growth, and while the rapid development 
of the cable and telegraph made that growth a very quick 
change in business methods, still that change was going on 
slowly for a number of years. We have seen how future 
contracts evolved out of the risks in shipping cotton across 
the ocean. In the same manner and at the same time there 
grew up the use of future contracts for hedging purposes. 
At first the so-called ‘‘forward sales’’ were used, merchants 
selling to a mill and then buying a contract from some one 
in New York against their sale. It is said that the old firm 
of H. M. Taber and Co. were the first to do this business, 
and that others followed when they were seen to be success- 
ful. I am reminded here of an anecdote related to me some 
years ago by an old-time cotton man, now dead. The story 
impressed me at the time as entertaining, but I failed to 
secure names and dates, and now I cannot verify it. How- 
ever, it will well illustrate the growth of hedging. 
Anecdote on Origin of Hedging.—In the old days the 
Boston merchants used to send clipper ships to make a 
round-the-world voyage to China. When the trade com- 
menced, the first stop was the Northwest Coast for furs, 
then to Honolulu for sandalwood, thence to China for teas 
in exchange for the wood, and then back home, either direct, 
or through London. In the late sixties the Northwest trade 
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had disappeared, but the balance of the voyage was the 
same, except that in place of the furs the ships now carried 
out cotton goods made in the New England mills to be sold 
in China. The clippers had either a supercargo to do the 
actual trading, or they had a captain who had been selected 
for mercantile ability as well as seamanship. Indeed, the 
supereargo and the captain often had an interest in the 
vessel. On one occasion, just after the close of the Civil 
War, the supereargo and the China merchant, having fin- 
ished their business, sat around the cabin table with a 
bottle of sherry and some biscuits. The merchant remarked 
that he liked the goods and he liked the price. Could not 
the supereargo contract with him to deliver an equal amount 
of goods at the same price his next voyage? The super- 
eargo thought that an excellent idea, but replied that he 
dared not make such a sale until he had gone home and con- 
sulted the owners. It was then agreed the proposition 
should be put up to them, with the idea that on his next 
trip the supereargo would be in position to sell goods for 
the following voyage. When the ship returned to Boston 
the supereargo reported the conversation and heartily ad- 
vocated accepting the proposal on the ground that by so 
doing half the risk of the voyage would be eliminated, be- 
cause the goods would be sold before ever the vessel sailed. 
No risk of the Chinese market would need to be considered, 
The merchant readily agreed to that, but where was he to 
get the goods so far ahead at a fixed price? He consulted 
the mill owners, who were also much struck with the idea, 
because they could run ahead and keep their people stead- 
ily employed instead of all the time shutting down for 
orders. But, they in turn said, where do we get cotton at 
a fixed price, and unless we do, how can we guarantee the 
goods’ price? So the mill went to its cotton merchant and 
asked him to contract ahead for the cotton to make these 
goods. At first he said it could not be done, because no one 
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would sell cotton at a fixed price before it was planted. 
Finally, however, the merchant succeeded in making a con- 
tract with another merchant to sell him cotton for long 
distance delivery at a handsome premium. It is probable 
the contract was made by Messrs. Taber who were the early 
merchants in this business, but at any rate it was made. 
The merchant ‘‘hedged’’ himself by buying contracts for 
‘‘forward delivery’’ as far forward as he could, and then 
trading in and out on them, using his premium to pay the 
charges. It became known in the trade that this business 
had been done, and it was not long before there was con- 
siderable of this sort of trading going on in the forward 
contracts. Of course, when future trading began, this sort 
of hedging went on the Exchange, together with the buying 
and selling of merchants engaged in shipping to Europe, 
which we looked into in the chapter on the origin of the 
future markets. 

Hedging in Liverpool.Meantime much the same sort 
of thing was going on in Liverpool. The Manchester mills 
wanted to sell goods ahead to both India and China, and 
they wanted protection. It occurred to an old-time mer- 
chant, Mr. John Rew, that with the new Atlantic cable he 
could sell cotton ‘‘to arrive,’’ and then buy the cotton in 
the South within 48 hours instead of waiting until cotton 
had sailed or was about to sail and then getting the samples 
by steamer. Of course, this put Mr. Rew in a position to 
sell ahead to the Manchester mills, and it was not long be- 
fore other people were doing the same business. When 
trading in futures began in Liverpool, it was in futures 
that this sort of forward business was done, just as had 
been the case in New York. 

Modern Illustration.—The best definition of hedging is 
probably about as follows: ‘‘Hedging is trade insurance 
carried on in such manner as to make a world-wide market 
for instantaneous buying and selling.’’ We can see just 
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what such a definition means by the following actual ex- 
perience. Prior to 1914 the largest cotton mills in Russia 
did their buying through a certain firm which had offices in 
Bremen, Liverpool and various American markets. Among 
their American offices was an agency in New York which 
handled most of their futures. In old-time Russia the cot- 
ton goods business was transacted largely at the Nijii Nov- 
gorod Fairs, where merchants came from all over the em- 
pire to buy goods. On the return trip, across the steppes 
of south Russia into Turkestan and Persia, or out into the 
wilds of Siberia, these cotton goods were sold, and if trade 
were good, orders for the next fair would be taken. The 
condition of Russian trade and the demand for American 
cotton in Russian mills depended very largely upon the 
success or failure of the Nijii Novgorod Fair. You could 
see articles in all trade papers as to whether this fair was 
a success, and cotton market letters always commented upon 
the sales of goods at that time. Now, in the particular year 
to which I have reference, the fair was a great success and 
the Russian mills wanted a large supply of cotton. Conse- 
quently the firm mentioned above had orders for a great 
deal of cotton, and all through the month of August they 
were heavy buyers of futures against their sales to the Rus- 
sian mills. For purely technical reasons,’ into which we 
do not need to go, most of the futures they had purchased 
were for October delivery New York. At one time they 
were said to be long twenty-five thousand bales of October 
New York hedges against their sales of cotton to the Rus- 
sian mills. 

One day they decided that they did not care to carry any 
more of these contracts themselves, and my firm received an 
order to buy five thousand October for their account. Busi- 
ness was not very active, and we expected the purchase 
would make us buyers ‘‘on balance’’ for the day. I re- 
marked as much at the close to the order clerk, and he said, 
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‘‘No, we don’t buy net. Texas sold all the afternoon and 
they offset that order. We actually sell a few hundred 
net.’? He was quite correct, but concealed in that simple 
statement is the whole secret of the modern system of mar- 
keting. The crop was beginning to move in Texas in some 
volume, the demand was not good enough to take care of 
all the receipts, and the interior merchants were buying 
the cotton and selling futures in New York against it. 
That is a simple matter, but those contracts were bought 
by the large merchants who had sold cotton to the Russian 
mills, who had sold goods to the caravans bound for Siberia, 
Turkestan, and Persia. The producer of cotton in Texas 
and the ultimate consumer of cotton goods in Persia were 
brought together in New York, each not being aware of the 
existence of the other. Of course to the Texas merchant 
and to the firm selling to Russia the sale and the purchase 
were simply trade insurance, and the whole operation so 
simple as not to require thought. On the other hand, in the 
broad sense hedging brought together with no effort the 
cotton farmer in Texas and the Moslem consumer in Per- 
sia. When you think of the business in future contracts, 
you must look beyond the merely technical methods we shall 
spend so much time upon. You must visualize the fact 
that it is through these large future markets that it is pos- 
sible for all the buyers and all the sellers to come together 
at any moment between ten and three. 

Volume of Transactions in Futures.—For the sake of 
clarity we have analyzed a set of transactions in futures, 
where the dealings were almost direct. This does not al- 
ways happen. In our illustration the firm selling the Rus- 
sian mills bought the cotton themselves in the South and 
also did their own hedging. That made it possible for us 
to see clearly that when the farmer in Texas sold the local 
shipper, and he in turn sold the futures in New York, 
those contracts went directly into the hands of the Russian 
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mills. As a rule there are other stages in the transfer of 
the cotton from the South to the European mill. A south- 
ern merchant will sell to an importer in Liverpool who will 
later sell a buying broker acting for a Manchester mill. 
Here we will find several hedging transactions on account 
of the same hundred bales. The southern merchant buys 
the cotton and sells hedges against it; then he offers it to 
Liverpool and the importer buys it and sells hedges against 
it, more than likely using the New York market for the 
purpose. Meantime, the southern man has covered his con- 
tracts. Later on the importer resells to the buying broker 
who takes the cotton for the mill because it is exactly its 
quality, but in turn sells contracts against it because the 
mill has not yet sold the goods. Later on, when the mill 
does sell the goods, the buying broker covers his hedge in 
turn. Meantime, the merchant bought the goods because 
he thought the quality attractive, and he has sold cotton 
futures against them. Finally, the goods move to the re- 
tailer for distribution, the merchant covers his contracts, 
and at last the hedging of that particular hundred bales is 
over. But, meantime, how many future contracts have been 
bought and sold against the same hundred bales? Many 
persons, sometimes sincerely and sometimes because it is a 
good ecatchword, shout about the number of times the crop 
is dealt in on the exchanges. I am reminded of an answer , 
given one of these people, who happened to be a Congress- 
man, by a member of the Exchange. ‘‘Mr. X, if I sell 
you a horse, and you sell it to Mr. Brown, and he sells it to 
Mr. Smith, and he sells it to Mr. Green, and he again to 
Mr. Jones, and he in turn to Mr. Thompson and he back 
to me, that horse has been sold seven times—but do you 
mean to say that seven horses have been bought and sold?’’ 
World’s Clearing House.—Exactly the same remark 
could be made about our hundred bales. It was traded in 
many times in the course of its journey from the South to 
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the Manchester mill, but did that increase the number of 
bales? Indeed, the exchanges would not be performing 
their proper function if their transactions did not always 
exceed many times the actual number of bales in any one 
crop. There is an example of the same thing constantly 
present in every city of size in the United States. The 
total amount of bank clearings is published in dollars. Did 
any one ever trouble to compare the amount with the total 
deposits in any one city? 

Speculation at the Outbreak of War, 1914.—There has 
been much said from time to time as to the volume of specu- 
lation in the New York market as compared to trade busi- 
ness, or, in other words, to hedging. It has been said that 
the speculative buying and selling far exceeded any trade 
business. It is certainly true that the speculative business 
is well advertised. There is something exciting and pleas- 
ant in reading about the ‘‘enormous buying for the account 
of X, the new Cotton King.’’ There is not much that is 
more humdrum than to read about the hedging of mills 
or merchants. Yet the latter far exceeds the former. In 
the summer of 1914 it was possible to get a complete cross 
section of the New York market and find out just how the 
outstanding contracts were to be figured. That summer 
business was not brisk, the shadow of impending calamity 
hung over the world, but a certain amount of speculative 
buying had been attracted by a drought in Texas which 
threatened the growing crop. Most of this buying was con- 
centrated in the office of a firm known to be of highly spee- 
ulative character but supposed to be of good financial 
standing. 

In the last week of July the political situation in Europe 
became most threatening, and all markets were affected by 
a hasty liquidation, due to the desire to get investments 
liquid in cash instead of in stocks and bonds, and the fear 
that commodities on hand might prove costly property. 
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Such was the situation in all markets except foodstuffs, 
but in the cotton market the situation was still further 
complicated by a fear that exports would be shut off. 
While business had been inactive that summer, still, simply 
in the ordinary routine of trade, a good many thousand 
bales had been sold forward to mills in Central Europe and 
Russia. Now it began to look as though none of these 
shipments could be made, while in the meantime future 
contracts had been bought by the merchants in New York 
against the sales. If these merchants could not make the 
shipments and the market was declining, as it was at the 
moment doing with some velocity, then these merchants 
would be ‘“‘long’’ the futures and would incur a severe 
- and entirely unexpected loss. They had bought the con- 
tracts in good faith and with no intention of speculating, 
and now through no fault of their own were confronted 
with a most serious situation. They were long of cotton at 
a time when there seemed to be no bottom to the market. 
Such was the position on the morning of July 31 when it 
was ascertained that the strain in the securities market 
was so great the banks had refused to permit trading. On 
the other hand, Liverpool was better than due, and private 
cables asserted the diplomatic situation was improved. The 
cotton market opened at ten and was immediately met 
with an avalanche of selling orders, prices breaking sharply, 
until finally, the failure of the speculative firm already 
mentioned, S. H. P. Pell and Co., was announced, to he 
immediately followed by another suspension. The Board 
of Managers held a hasty meeting, and as it was known 
other failures were impending, and as each failure made 
the situation worse, the Board suspended future dealings. 
While the Board was in session another notice of suspension 
was received at the office of the Exchange, but was not 
posted as trading was stopped. Later, by hard work that 
particular firm was saved. 
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It had been supposed that trading could be resumed on 
Tuesday, August 4, 1914, but by that time the war had 
begun. Great Britain, France, Belgium and Russia were 
arrayed against the Central Empires, and all ordinary 
business with Europe was disrupted. Under such circum- 
stances it was impossible to reopen the Exchange without 
the probability of a flood of selling. In the next week 
heavy rains fell all over Texas and it was seen that the 
situation had been further complicated by the fact that the 
trade had an enormous cotton crop to handle with half the 
demand removed. Meantime, all the mass of contracts left 
open on July 31 was ‘‘in the air,’’ and the first task was 
to arrange to finance these commitments. The Board of 
Managers had appointed a committee, Mr. E. M. Weld, Mr. 
Henry Schaeffer and Mr. R. C. Cairns to seek ways and 
means to reopen business safely. 

Cotton Trading Corporation.—For our purpose we need 
not follow all the details of the two months’ work, but 
finally the following plan was perfected. A ‘‘Cotton 
Trading Corporation’’ was formed, and it was announced 
that, subject to the approval of the committee, this Corpo- 
ration would buy all ‘‘distressed cotton’’ in the New York 
market at nine cents a pound, a price far above the un- 
official quotations, and would resell that cotton to members 
of the Exchange in accordance with their ability at a price 
of 714 cents, a price also above the informal market. The 
loss would be paid by the Corporation, either in cash or 
by notes. The cash would be obtained from a syndicate 
of banks in New York, organized for the purpose by Mr. 
Frew of the Corn Exchange Bank who realized that to get 
business restored to normal in the cotton trade was of first 
importance to the general situation. The syndicate agreed 
to advance $1,500,000 to the Corporation. The individual 
members of the Exchange pledged their personal credit for 
the security of the banks and of the holders of the Corpora- 
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tion notes issued to take care of the balance of the loss. 
It was agreed that a very heavy tax should be placed upon 
the members trading on the Exchange until the whole 
amount of both notes and bank loan was paid. The tax 
was collected on every transaction made and was most 
onerous. The total amount thus paid by the New York 
Cotton Exchange was $3,220,000. This was gradually paid 
off and the Corporation dissolved. The sum does not include 
the Pell failure losses, nor the losses on contracts refused 
by the Committee and repudiated by the customer. The 
War crisis showed up the entire trade as by a white light, 
and the number of honorable merchants was a eredit to 
the American cotton trade. However, the black sheep also 
appeared, and each black sheep cost a great deal of money. 
Searching Investigation.—The Committee made a most 
rigid examination of all outstanding contracts in New 
York. It had no intention of presenting any one with 
seven dollars and a half a bale. In other words, where a 
merchant had sold cotton to a mill and had bought futures 
against the sale and the mill was still able and willing to 
live up to the contract, that merchant had to finance his 
own futures. This was entirely just since he was collecting 
the full amount from the mill. On the other hand, where a 
merchant had sold to Russia, he could not now deliver, and 
was therefore ‘‘long’’ the contracts, his was obviously 
“‘distressed cotton.’’ Where the mill had bought contracts 
or cotton against the sale of goods and could not deliver 
the goods, then they were long, and their contracts or those 
of the merchant who had sold them spots and bought the 
futures against the sale, were ‘‘distressed cotton.’’ The 
contracts of the mill, which had sold and was delivering the 
goods and yet refused to take care of its future contracts 
because by so refusing they could make an extra profit of 
$10 to $15 per bale, were taken care of because the brokers 
held the contracts as ‘‘distressed’’ thanks to the dishonor- 
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able conduct of the mill. The same applied to the black 
sheep among the merchants. 

Percentages.—So much for a very brief history of three 
trying months in the summer and fall of 1914. It has been 
necessary to give this brief sketch of the situation that we 
can understand how it was an exact and accurate survey of 
all the contracts outstanding in the New York future 
market came to be made. It had been impossible to make 
such a survey accurately heretofore because the firms ob- 
jected that they had no right to disclose customers’ ac- 
counts. Under the pressure of the 1914 necessity all 
accounts were not only disclosed but carefully investigated. 
The remaining unliquidated ‘‘Pell contracts’’ were re- 
garded as speculative. Even so, the committee ascertained 
that about 85 per cent of the contracts outstanding on July 
31, 1914, were for ‘‘trade account,’’ hedges in one of the _ 
numerous ways in which hedges are created. The balance 
15 per cent were speculative contracts. In 1918 a 
similar investigation was undertaken at the instance of the 
Bureau of Markets, as it had been alleged a large specu- 
lative short interest existed after the Armistice. The 
result was about the same and the short interest was not 
found. 

Markets South—During the three months the Ex- 
changes were closed the greatest confusion existed through- 
out the South. The trade had been so accustomed through 
nearly fifty years of uninterrupted future trading to the 
ordinary use of the contract markets, that they had failed 
to realize what the closing of the Exchanges would mean. 
One of the greatest troubles was the impossibility of finding 
out what was the price of cotton. Quotations varied a cent 
a pound within a few hundred miles, depending entirely 
upon whether the local merchants had an order in hand for 
some cotton. No one dared buy very much cotton without 
an actual order, because there was no way of hedging. 
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Despite the decline in prices there were many who feared 
still lower levels, and without the ordinary trade insurance 
merchants were afraid to buy ahead. The present genera- 
tion learned to their bitter satisfaction that trade insurance 
and a world market daily open to all through the organ- 
ized Exchanges, are necessities. Since 1914 we have heard 
much about ‘‘regulating’’ future trading, and we have 
hhad attempts in that direction, but we have heard much 
less about abolishing futures. It is probable the next 
generation will again have to be taught the same lesson, 
for that is the experience ever since the Exchanges began 
operations in the seventies. Nevertheless, as an object 
lesson, 1914 was probably worth all it cost the cotton 
trade. 


CHAPTER XXVIII 
HEDGING AS TRADE INSURANCE 


Hedging as Trade Insurance.—In the last chapter we 
took a broad view of hedging, so that we might grasp the 
real perspective of an intricate subject. It was necessary 
that we should speak in general terms, because we shall 
have so much to say about details, that there is danger the 
broad underlying principles may be overlooked. Hedging 
is the means of carrying on trade insurance in such man- 
ner as to make a world-wide market for instantaneous 
buying and selling. It is the trade insurance part of 
hedging that interests the individual merchant in the 
trade, and it is this side of the question which must now 
claim our attention. All the many details must be care- 
fully studied because they are important in marketing, and 
also because a part of the legislation on the future trading 
has been harmful, due to a misunderstanding of these 
details. 

Theoretical Protection.—In theory the merchant should 
obtain perfect protection from his hedges. That is to say, 
if a merchant sells a mill in July cotton for delivery in 
October, he should be able to figure out his exact profit and 
by the purchase of future contracts as a hedge, obtain that 
profit irrespective of market fluctuations in the interim. 
If he sells the cotton and the price advances before he buys 
the bales for shipment, then the profit on his future hedge 
should take care of the loss on his spot sale. On the other 
hand, if the market declines, it should theoretically make 


no difference, because the profit on his spot sale should take 
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care of the loss on his future hedge. The same thing should 
be true if he buys cotton South and sells futures against it 
until such time as he can resell the spots. If the market ad- 
vances, he should be able to sell the spots for sufficient addi- 
tional profit to take care of the loss on the hedge; and vice 
versa, if the market declines, the profit on the hedge should 
take care of the loss on the spots. In any event, he should 
secure the original profit on which he figured in entering 
upon the transaction. Of course were the business all as 
simple as this, no occupation could be more restful than that 
of shipping cotton from the South to the mills of the world. 

Premiums.—As a matter of fact, the business is not 
simple, it is complicated in the extreme; it is not restful, it 
is both interesting and lively in the extreme. Even now, 
while to make the initial explanation of hedging as simple 
as may be we are assuming that the protection afforded by 
futures is perfect, we must pause to mention the first 
complication. The mills want even running cotton both 
grade and staple, and the cotton coming into the southern 
markets is of every different grade and staple. Part of the 
function of the merchant is to assemble those bales, select 
them out into even running lots, and thus afford the mill 
what it wants. That takes time, which costs interest, it takes 
labor, which costs wages, and finally it takes both skill and 
experience, which have always commanded either salaries 
or profits. The natural result is that the even running lot 
commands a premium over the ‘‘run of the receipts,’’ and, 
as the future contract being a basis middling contract is 
practically the ‘‘run of the receipts,’’ the even running lot 
commands a premium over the future contract. This fact 
a certain class of spinners has never been able to grasp, as 
we shall see a little later, when we come to consider hedging 
by the mills. 

Theoretical Examples.—We shall now look over some 
examples of hedging to see how the business is actually 
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done. It is needful to repeat again that these illustrations 
are simply to show the method. They are not practical, 
because no account is taken of a change in the relation 
between spots and futures. It is better also to state that 
the premiums given for grades and staples are purposely 
not the present market premiums. It has seemed advisable 
to stay away from the market prices, so that readers will 
not become mixed by an attempt to make the figures in 
these examples match up with any current prices. 

Sale Forward—wWe will suppose that a southern mer- 
chant, Smith and Co., are approached during July to sell a 
mill spot cotton for delivery in the month of November. 
They do not know what the price of cotton may be in No- 
vember. In the interim there may be a disastrous drought, 
there may be an early frost and the crop may be very short. 
Dr, on the contrary, the season may be highly propitious and 
the crop very large. Smith is not particularly interested, 
the firm has bought a December contract ‘‘against’’ the 
sale and with this contract they sit tight and wait. As the 
stock of cotton is published by grades in the Exchange 
circular, it is possible for Smith to know exactly what 
cotton he would receive if he took delivery. It sometimes 
happens that a firm will take delivery on a hedge and then 
ship the cotton received against their spot sale. In seasons 
when the stock in New York happens to be almost even 
running, this can be done successfully. As a rule, how- 
ever, it is not,done because the merchant would receive 
several grades on his contract and could not ship the mill 
without buying a lot more cotton and separating it out. 
As this is precisely what he has to do in the South, he 
usually buys in his spots there and, when he has done so, 
sells out his future hedge in New York. 

Hedging Forward Sale——During the month of July a 
mill called the Poco Manufacturing Company has an op- 
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portunity to sell goods, which will require the yarn made 
from a hundred bales of strict middling one inch and a 
sixteenth cotton. They ask their spinners’ broker to get 
them a contract for that cotton to be shipped from the 
South during the month of November. The spinners’ 
broker, A. and Co., wire several correspondents in the 
South for offers, including Smith and Co. The latter 
know that it will cost them a cent a pound to ‘‘land’’ that 
cotton, so to cover freight and charges will cost a 100 
points. Also they would like to make a half cent a pound, 
which is 50 points. They know that they can usually buy 
that character of cotton in their territory ‘‘even’’ with 
New York futures. They decide to select December as their 
hedge month, and adding the 100 points and the 50 points 
together, instruct A. and Co. to offer the mill a hundred 
bales strict middling inch and a sixteenth cotton at 150 
premium on December, the price to be definitely fixed when 
the hedge is bought through a designated future house 
in New York. Formerly, the southern merchant would 
offer the cotton himself at a fixed price, taking his judg- 
ment of the future market as a basis. For example, if he . 
thought he could buy December within an hour or so at 
about 13.50, he would offer the cotton to the mill ‘‘im- 
mediate acceptance’’ at 15 cents landed. The fluctuations 
have been so rapid and so wide in recent years that prac- 
tically all selling is now done, price to be fixed when the 
hedge is bought. 

We will assume that the mill takes the cotton, whereupon 
A and Co. instruct X and Co. in New York to buy the 
future and report to Smith. The latter receive a tele- 
gram from X reading: ‘‘Bought 100 December 13.50 
yours on instructions A and Co. against sale Poco Manu- 
facturing Company.’’ On receipt of this message Smith 
knows the sale has been made, and in due course he and 
A exchange ‘‘sale notes’’ to confirm the transaction. Smith 
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makes some such entry as the following in his order book: 


July 15. Sold Poco Manufacturing Co. through A and Co. 
100 bales Strict Midd. 11/16 Nov. shipment @ 15 cents landed. 
Shippers Order/Notify John Jones, Treas. 162 Milk St. Boston. 
Ship to Turners Siding, Mass. Bost. & Me. d’ly. Reimburse 
ment sight draft on Jones ladings attached. Cover. Bought 100 
Dec. N. Y. @ 13.50 with X and Co. 


The summer goes on, the weather is good, the crop turns 
out to be large and the price declines. During October 
Smith and Co. are buying cotton freely as it comes from 
the gins, and they get their 100 bales of strict middling at 
12.80. As soon as the cotton is bought, they wire to X and 
Co. in New York to sell out the December hedge. They 
get a reply that the contract has been sold at 12.90. Smith 
and Co. have the bales compressed, marked and shipped in 
accordance with their instructions, drawing on the mill 
treasurer at 15 cents. They balance the order in their 
book by the entry: 


Nov. 1. Bought 100 bales at 12.80. Shipped marked 
“HERO.” 
Cover. Sold 100 December N. Y. @ 12.90 through X and Co. 


Summary.—Let us see where Smith and Co. came out 
on the transaction. 


July 15. Sold 100 bales Strict Midd. 11/16............ 15.00 
CDEEACO F1GNG «5:0 2s so we eae aoe GOR ee 1.00 
NET SELLING PRICE: .....es eee 14.00 
Nov. 1. Bought 100 Bales Strict Midd. 11/16.......... 12.80 
NET. PROFIT SROTS tc. cxane eee 1.20 
July 15. Bought hedge 100 Dee. N. Y............ 13.50 
Nov. > tss.So0ld hedge Des. NN. Yocs?.c. team oes 12.90 
Loss ’ow Futures, ..cis.scceee al eee 60 


NED PROFIT .<.55 50500 anaes ee -60 


HEDGING AS TRADE INSURANCE 329 | 


Remarks.—Smith expected a profit of 50 points or $2.50 
per bale and he has a profit of 60 points or $3 per bale. It 
is not always possible to get your future contracts bought 
or sold at the exact price you have been counting upon, and 
in this instance instead of selling out his December at 12.80 
as he had figured, Smith was so fortunate as to get 12.90, 
thus making the additional ten points. You will note that 
the market declined between July and November and that 
without his hedge, Smith might have made a large addi- 
tional profit. That is the thought that will occur to the 
outsider and never occur to the cotton man. He knows the 
market will move and he also knows from bitter experience 
that it is quite as likely to move against him as in his 
favor. He is not at all interested in the general price, but 
he is interested in the profit he has expected to make, 
namely the 50 points. This he has secured in any event, if 
his hedge affords perfect insurance as we are assuming that 
it does. 

Long Hedges—Between July 15 and November 1 Smith 
has been short 100 bales of spots and long 100 bales of 
futures. In other words he has had no interest in the 
market. But his brokers, X and Co., have been long the 
100 December for him in the future market. This is what 
is called a ‘‘long hedge’’ and as you will see it said that 
there is a large ‘‘long hedge interest’’ in the market, it is 
as well to know just what is meant by the term. 

Buying Cotton and Selling Hedges——We have supposed 
that Smith and Co. went out and bought 100 bales of strict 
middling without any more trouble than the simple state- 
ment would imply. As a matter of fact this would almost 
never happen. Smith would surely have to buy 200 bales 
to get a 100 of the exact grade and staple he wished for his 
order, and he might have to buy many hundred bales. In 
that case he will have cotton on hand, which he must sell 
to some other spinner. He may be able to sell his surplus 
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cotton immediately, but it is more likely that he must carry 
part of the stock for some time. He does not wish to 
take the risk of the market, so he will sell futures against 
that cotton. Or, later in the month at a time when the 
spinners are not interested, he comes across some more 
strict middling, which he ean buy at the same relative 
price. He knows that there is always a lull in the demand 
at about this time inthe season, when the mills have 
secured a portion of their supplies and are waiting for 
new spring and summer business before buying further. 
He will buy the strict middling, hold it until there is a 
renewed demand and then resell to the mill, being mean- 
time protected by his future ‘‘cover.’’ Let us see how 
that sort of proposition works out. 
Sale of Futures—Smith and Co. find that they have 
bought 100 bales of strict middling, which cost them 12.50 
and they instruct X and Co. to sell 100 March, and soon 
have the reply ‘‘sold 100 March 12.40.’’ Now they can 
deliver that cotton on their March sale by shipping the 
bales to New York and having X attend to the details of 
delivery. In that case they will eventually be paid 12.40 
cents for the cotton, basis middling, ‘‘with additions or 
deductions’’ for other grades as provided by law. This is 
done quite frequently, more especially in seasons when the 
market is high and yet there is a long time of dullness, 
when the mills, unwilling or unable to pay the price brought 
about by a short crop, are holding aloof. It may be busi- 
ness is so poor that the diminished supply will answer, it 
may be that the mills are eventually forced to pay a 
higher figure than they wished. In either event the mer- 
chant still has his 100 bales when March approaches, and 
to stop the interest, storage and other charges, he delivers 
on his future sale. On the other hand, it is more often the 
case that before March comes, Smith and Co. have an 
inquiry for strict middling cotton and are able to sell the 
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spots for the profit expected, buying in the future hedge. 
Such a transaction would work out like this: 


Noy. 15. Bought 100 bales strict middling............. 12.50 
gan. 15. pel came landed..........0.cecs6s 13.10 
PEAT iy Ge eas cee esse ce sss 1.00 
TOPERTEY 6 hens Sees SE De ces 20— 1.20 
NET SELLING PRICE......... 11.90 11.90 
Loss om Spots... ccccescccccsesenes 60 
Noy. 15. Sold as hedge 100 March N. Y........ 12.40 
Jan 15. Bot. in hedge 100 March N. Y........ 11.40 
PROFIT ON FUTURES........... 1.00 
Profit on Future Hedge....... 1.00 . 
Loss om Spots.......+eseeeeeee 60 
NETS PROPUT «2 iaeses., 40 


Remarks.—Here the advantage of hedging is obvious. 
Messrs. Smith and Co. had bought 100 bales of cotton, 
which they could not sell at once. They carried that cotton 
from November till January and in the meantime the 
market declined 100 points or $5 a bale. Despite that fact 
they were able to sell the cotton in January at a net profit 
to themselves of 40 points, or $2 per bale, simply because 
the profit on their hedge had protected them against the 
loss on the spots due to the fall in price. 

They had meant to make their usual profit of 50 points, 
but there was a loss of 10 points between the purchase price 
of the spots and the sale price of the futures, due to the 
fact that the market was declining when the order reached 
New York. It resulted that the spots were bought at 12.50 
and the futures sold at 12.40, so that there was a difference 
of ten points in between the spots and futures, whereas 
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they were expected to be ‘‘even.’’ It will also be noticed 
that 20 points was added to the 100 landing cost in order 
to take care of carrying charge. 

Short Hedges.—This transaction, so far as the future 
market goes is the reverse of the other, and the contract is 
short instead of long. These are known as ‘‘short hedges, ’’ 
which expression is also frequently seen in market letters 
and newspaper articles. 


CHAPTER XXIX 
HEDGING AND BASIS 


Basis.—We allowed Messrs. Smith and Co. to have nq 
trouble whatever in the relation between their spot cotton 
and their future contract hedges. In theory the future 
contract should move up and down with the spot cotton so 
that perfect protection is afforded by the hedge. In actual 
practice the relation between the basis middling future 
contract and the even running lot of spot cotton is con- 
stantly changing. This relation between future contracts 
and even running spot cotton is called ‘‘basis,’’ a small 
word but one of the most important and troublesome in 
the vocabulary of the cotton merchant. If the spot lot 
sells at a higher price than the future contract, it is said 
to command a ‘‘premium’’ or to put the same thought in 
different language, it is said that the cotton sells at so many 
points ‘‘on’’ the future month being used as a hedge. On 
the contrary, if the spot cotton is selling at a lower price 
than the future contract it is said to be offered at a ‘‘dis- 
count,’’ or to put it a little differently, it is said to be sell- 
ing at so many points ‘‘off.’’ When the spot cotton and the 
future contract are selling at the same price, then the spots 
are said to be ‘‘even’’ with the hedge month. 

Illustration of Definitions.—Thus Smith and Co. would 
have said that they sold the strict middling to the Poco 
Manufacturing Company at ‘‘150 on December,’’ meaning 
that they asked the spinner a premium on the price of 
December of 150 points. It makes no difference that this 
premium was made up of 50 points profit for Smith and 


100 points to land. Suppose that Smith had been unable 
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to land the cotton for less than 150 points, but that they 
wished to sell the bales in order to reduce their bank loan, 
and so offered the lot to the mill without any profit for 
themselves, simply at the 150 points it cost to land. They 
would still be offering and selling the cotton at ‘‘150 on 
December.’’ Suppose that the cotton was offered to Smith 
and Co. in the South at 12 cents when December was sell- 
ing at 12.50. Then the cotton would be said to be offered 
at ‘‘50 points off December.’’ Finally we have seen that 
Smith and Co. were able to figure from past experience 
that they could buy the particular cotton they wanted at 
‘‘even’’ with the December price. 

Elements of Basis.—There are various elements which 
go to make up basis, an analysis of which will be helpful. 
In the first place there is the premium which even running 
spot cotton must carry above a basis middling contract, on 
which many different grades may be tendered. We have 
already discussed this element, which is really the founda- 
tion of basis. Next we have the cost of delivering. Cotton 
is almost invariably offered to the domestic mills ‘‘landed,’’ 
the word including cost and freight. The insurance is 
sometimes carried by the mill while the cotton is in transit, 
because as they have paid the draft the ‘‘insurable inter- 
est’’ in the cotton is theirs. When the seller does the 
insuring, the cost is included in the price. In theory 
the cost to land, so far as basis is concerned, should be the 
amount additional to land from the South as compared 
to the cost to land from the point where the future market 
is located. As a matter of fact, the basis usually includes 
the whole cost, just as we noted that Smith and Co. added 
the cost of landing and even the cost of carrying to the 
amount ‘‘on’’ the future price. The profit of the mer- 
chant is added into the basis, and in that profit is included, 
consciously or not, the cost to him of doing business. So 
far we have discussed what might almost be called the 
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purely mechanical elements of basis. There are others 
which it is less easy to put down in absolute figures. These 
are: manufacturing condtions, crop conditions, and market 
conditions, factors which are from their very nature con- 
stantly changing. 

Basis and Manufacturing Conditions.—This factor par- 
takes of two separate elements. First, we have the purely 
engineering part of manufacturing cotton into goods or 
yarns. Certain fine counts of yarns and certain classes of 
goods can only be made of cotton of certain specific high 
grades, and of cotton of certain length and strength of 
staple. Now the very fine count yarns and the very fine 
goods command a fancy price. We need not for our part 
consider the reasons, which in part are mixed up with the 
cost of the cotton so it is difficult to tell cause from effect. 
The fact remains that these mills do secure a high price 
for their product and can and do pay a high price for 
their raw material. This is naturally reflected in the 
premium of the high grades as compared to middling. 
Moreover, aside from the specialty mills, there is a differ- 
ence in the spinning value of high grade cotton as compared 
to low grade. The amount of foreign matter increases as 
the grade is lowered and that foreign matter must be 
removed in the picker room and is so much waste. We 
shall see in another chapter that this waste can be cal- 
culated through a series of experiments, and has been so 
calculated both privately and by experts from the De- 
partment of Agriculture. Of course, the manufacturer 
expects to be recompensed for the waste by securing the 
cotton at a lower relative price. The same is true of lighter 
staple which will waste more in spinning than the harder 
varieties. For this reason, among others, the basis is higher 
for Valley and Texas cotton than for Gulf, and higher for 
Gulf than it is for the shorter varieties of Atlantic cotton. 
The spinning waste, both grade and staple, is a constant 
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factor and is affected only by the cost of the extra labor 
involved, the rate of interest and other elements, which 
change but slowly. 

Second, the manufacturer must consider the cotton goods 
market. When the demand for goods is brisk and business 
is good, the spinner can sell at full prices and he is not so 
sensitive to changes in basis. He can afford to pay a higher 
price. When business is poor, mills are running on part 
time, goods are difficult to move even at low margins, then 
the spinner must count the cost of his raw material very 
closely. He will resist any movement of the basis higher, 
and he will on the other hand try to force it lower. In the 
‘ease of the specialties this may result in very wide fluctua- 
tions in basis, as may be seen by a comparison of the 
premiums paid for extra staple cotton in 1920 and in 
1921. The table at the end of Chapter VII will show these 
fluctuations in a striking manner. 

Basis and Crop Conditions.—We have seen in previous 
chapters that the grade of the crop may be seriously in- 
jured by bad weather conditions in the fall, when the 
cotton is open on the plant. There is always a certain 
amount of damage every year and every crop contains low 
grade cotton. Now, if the damage be abnormal you may 
_be confronted with a mass of low grade bales and a 
scarcity of high grade bales, with the very natural result 
that the premium on the high grade cotton will rapidly 
advanee. In figuring his basis in the summer the mer- 
chant will always add something to take care of this risk. 
In an ordinary year past experience has taught him just 
about what to expect in the line of damage and just about 
what proportion of good grade cotton his territory will 
normally furnish. It is the general rule that the basis will 
advance slowly over the season from October 15 until the 
following June, as the supply of better cotton diminishes. 
The exact date when the advance in basis begins, the 
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rapidity with which it advances, and the extent to which it 
runs, are all matters varying with the crop and with manu- 
facturing conditions, as well as with cotton market condi- 
tions. Observation and study and experience will enable 
the trained merchant to judge as to trade and market 
conditions. The weather factor is one he cannot judge and 
most of the so-called ‘‘basis risk’’ is centered here. 

Basis and Market Conditions.—The change in basis is 
also affected by the conditions in the cotton market itself. 
Let us suppose business to be brisk, mills well engaged 
ahead and eager to buy cotton forward during the summer 
months. The merchant sells some cotton at liberal basis, is 
asked to sell more, raises his basis considerably and to his 
surprise has the offer accepted. The same thing happens 
again and is also happening to his neighbors. There is 
really more cotton above the grade of middling bought 
than will be easily produced except under the most favor- 
able circumstances. The merchant gets back home, hears 
that his neighbors have been selling ahead in volume, gets 
alarmed and begins to buy in his cotton as fast as he can. 
It is not long before other merchants, seeing the basis 
advancing, begin to buy freely in their turn. Under such 
conditions, even if the weather is good and the grade is not 
lowered while the cotton is open on the plant, the basis is 
bound to advance because of the large amount of cotton sold 
forward above the grade of middling. The future market 
will advance in sympathy with the demand for spots to fill 
these forward sales, but the future market will advance 
more slowly. The crop as a whole is not so small, it is the 
supply of the better grades that is small. The basis then 
widens out rapidly and some of those who have sold ahead 
and bought futures find that their cotton costs them more 
than they had expected and that the protection afforded 
by the hedge is not perfect. In a year like 1906 or 1919, 
when there has been a large forward business done, and 
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then we have a bad fall, the basis will advance with 
startling rapidity, for the supply of the better grades has 
been reduced at a time when they are in wide demand. 
Moreover, the supply of cotton available for delivery on 
future contracts is not reduced, it may even be increased 
by the storm. When the farmer is confronted with a crop 
like 1919-1920 with an average grade of low middling, he 
has a lot of low grade cotton to market. The merchant will 
buy as little as he can because he knows he must carry the 
load until the spinner is forced to take that character of 
cotton. He will lighten that load as far as he can by 
delivering on contract. That is to the advantage of the 
farmer as affording him another outlet, but it is going to 
widen the basis. A long controversy has been waged over 
this point, which we shall have to consider in our next 
chapter. Meantime we may note that market conditions 
affect basis, and that when crop conditions and market 
conditions come into play simultaneously, the basis will 
advance very far. 

Basis and Staple.—Staple is a most important factor 
in the actual value of cotton, indeed it is more important 
than grade for the reason that the extra staples are a 
specialty, limited in both supply and market. On the other 
hand, staple is not so important in basis fluctuations as is 
grade. The reason is that extra staple cotton cannot under 
any circumstances be safely hedged with the ordinary basis 
middling future contract. Another glance at the table in 
Chapter VII will show this statement to be based upon 
experience. Of course, any refuge in a storm is better than 
none, and staple merchants caught in a tornado like that of 
1920 will seek some shelter by selling futures against high 
priced staple stock. They may thus save a portion of their 
loss, but they do not hope to escape without any loss. The 
only real hedge for extra staple cotton is in the Egyptian 
Future market in Liverpool and even there it is difficult 
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to make out a workable relation between the contract and 
extra staple American cotton. This additional market 
risk in handling extra staples is one reason for the high 
price they command and also for the terrific losses incurred 
by producers in years like 1920. 

Staple Clause.—There is one point where the staple does 
touch the usual run of future contracts. Prior to 1914 the 
old future contract in New York had no specific staple 
clause. It was charged that a few thousand bales of very 
short fluffy cotton from parts of the Atlantic would collect 
in the New York stock, and that the fear of the tender of 
this cotton kept buyers away from the near position, so 
that the basis was thus artificially widened. There was 
merit in the contention and one of the constructive fea- 
tures of the United States Cotton Futures Act was the 
staple clause prohibiting the delivery of cotton less than 
¥g inch staple. 

Grade and Basis.—Grade is a most important factor 
in basis, first because it enters into every forward sale and 
is consequently a part of every spot transaction hedged 
with futures, and second because the efforts to steady the 
basis have all been directed to the matter of grade. The 
grade differences on and off middling for other grades 
delivered upon future contracts have been the storm center 
of most of the basis controversy for twenty odd years. 

Buying Basis.—When the merchant is figuring on for- 
ward business, he must consider at what approximate fig- 
ure he can buy the cotton in the South. We have seen that 
Smith and Co. figured that they could buy the cotton 
they were selling at the same price as December. This is 
called a ‘Buying Basis’’ the term being frequently used in 
the trade to denote the price relative to futures at which 
the cotton is to be bought in the South. The merchant 
makes up his ‘‘limits’’ every morning and sends them out 
to all the agents and buyers as their buying basis for the 


340 COTTON AND THE COTTON MARKET 


day. The limits are made up on the merchant’s judgment 
of conditions, such as the character of the cotton moving, 
the probable supply of various grades, the orders on hand, 
the probable orders to be received, and other factors. He 
naturally wishes to get his cotton as cheaply as he can, but 
often the limits given out show a loss on forward sales, 
simply because conditions are such that he has had to raise 
his buying basis to get the needed cotton. The idea of 
sending out a basis is that the purchases can all be made 
on a hedging level with the future month selected. Thus, 
it is customary to instruct the buyer to purchase a certain 
grade at ‘‘Fifty on December New York.’’ Of course, it is 
not always possible to do this, but where a flat price, as for 
example 20 cents, is named for the cotton, the buyer or 
agent will hastily adjust this price to the December price 
and decide whether or not it is close enough to warrant 
the purchase. Owing to the fact that many persons who do 
not comprehend the business can hear buyers and mer- 
chants discussing the basis as compared to Decembers or 
some other future month they obtain the entirely false 
impression that the future market alone controls the price. 
Nothing could be more erroneous. We shall consider this 
matter later, but meantime suffice it to remark that if 
futures alone controlled the price, the problem would be 
much simpler. The price control lies neither with futures 
or spots because neither is a separate market, but each is 
part of the same market. 

Selling Basis.—It is obvious that the price at which the 
merchant offers the cotton to the mill in the East cannot 
be the same price at which he buys it. He must add his 
profit (including an allowance for his running expenses) 
and he must also add the cost of landing the cotton at the 
mill or at the port in Europe. For example, Smith and Co. 
had a buying basis of ‘‘even’’ with December for the cotton 
they sold the Poco Manufacturing Company, but they 
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offered the cotton ‘‘landed’’ at 150 on December, of which 
50 points was for their profit and the balance for the 
freight and other shipping expenses. This higher figure 
would be called the ‘‘Selling Basis.’’ It is usually per- 
fectly possible to tell from the context which basis is under 
discussion. For example, when you hear a merchant say: 
“‘In my part of the state the basis is now about 40 on 
December for strict middling 1 1/16,’’ you know very well 
he means the buying basis. Also, if you hear a merchant 
just back from New England say ‘‘I found the basis about 
200 on,’’ you know he means the selling basis. In case 
the context does not make the meaning clear it is just as 
well to find out before discussing the price very far. 

Basis Risk.—After this analysis of basis, it has prob- 
ably occurred to the reader that a certain amount of risk 
attaches to forward sales hedged with futures. This is 
perfectly true. The merchant may sell strict middling on 
a “‘buying basis’’ of 40 on December, making the price 
landed at the mill 200 on December, with Decembers 
bought at 20 cents. His selling price is then 22 cents and, 
if the general market price stood still, he must buy the 
cotton at 20.40. If the market advances so that when he 
comes to buy the cotton in the South December is 25 cents 
and he ean still buy the spots at 25.40, or 40 on December, 
he is perfectly satisfied. His long hedge took care of the 
five-cent advance in price and he is not at all injured 
thereby. On the other hand, if his 40 points is disturbed, 
then he is hurt even if the price has declined. Suppose 
December is only 16 cents, when he comes to ship and he 
must buy his strict middling at 16.40. Then further sup- 
pose that a storm has lowered the grade without lowering 
the quantity, so that strict middling cannot be bought for 
less than 100 on December, and he is therefore paying 17 
cents for his cotton. He has lost all his profit-and 60 points 
or $3 per bale besides. 
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Illustration of Loss on Basis.—Just for the sake of com- 
parison let us take the transaction of Smith and Co. which 
we have already studied. Their buying basis was ‘‘even”’ 
with December, and in our previous illustration we allowed 
them to obtain their cotton at the proper basis without 
difficulty. Let us suppose, however, that they have encoun- 
tered one of those years when the grade falls off without 
diminishing the supply. The basis has in consequence 
advanced rapidly and Smith and Co. find that they can 
only buy their strict middling at 80 on December. Their 
forward sale works out like this: 


July 15. Sold 100 bales strict middling................ 15.00 
Oct. 30. Bought 100 bales Strict Midd........ 15.80 
Odette land. 5200 ei hes oe oe nes oe ees a 1.00 16.80 
Net, Los: 0n (SM0tss osteo sees se eee a 1.80 
July 15. Bought as hedge 100 December.............. 13.50 
Oct. 30. Sold out hedge 100 December............... 15.00 
NET PROFIT ON FUTURES......... 1.50 
RECAPITULATION. 

HOSE OM a MOUS wan.0 o's) a srcgstelereia 1.80 

Profit on Fatnres....23....s005 1.50 

WN OGCTIOSS ee the Sige ee ee 30 


In other words, the advance in the basis cost Smith and Co. 
all their anticipated profit and 30 points or a $1.50 per 
bale absolute loss besides. It will be seen that down to 
forty points Smith has enough profit to keep him in the 
clear. If he had to pay 40 on instead of even for the 
cotton, he would still have a small profit. If he had to 
pay fifty on, then he would do the business without profit 
and without loss. If he has paid anything above fifty on 
December he begins to lose money at once. In this case the 
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future market did go up and did perform its proper func- 
tion of protecting Smith against a loss arising from a 
general advance in prices. The basis, however, ran up 80 
much faster that the protection was not complete. Of the 
180 points apparent loss, the hedge took care of 150, and 
the basis cost him the balance. 

Actual Experiences with Basis.—So much for a theo- 
retical example of a basis loss, but one or two actual ex- 
periences may be of interest. When I was in Arkansas 
years ago, the firm for whom I was working sold a lot of 
cotton for shipment in October at what they considered a 
most excellent basis. The cotton sold was good and strict 
middling and the staple was equal to a type, which was 
almost full inch and an eighth. This was in the days 
before the weevil when such length was considered above 
the average but by no means exceptional staple. Cotton 
of that character was regularly sold ahead and hedged with 
futures. I do not now recall the exact basis on which the 
cotton was sold, but, we will assume that we expected to 
make a dollar a bale, and that in order to do so our 
buying basis was 50 on December. We had an excellent 
crop and the supply of high grade cotton seemed inex- 
haustible so that we were buying far below our basis, 
realizing anywhere from a dollar and a half to two dollars 
and a half on all the cotton we bought against those 
forward sales. Meantime business was improving and the 
export competition in Texas forced an advance in the 
basis for our character of cotton. We began to get in- 
quiries from the east and outright bids for more of the 
same character of cotton at still higher premiums. These 
orders we were filling as easily as we had those accepted in 
the summer. One day the senior partner came out of the 
eotton room and told us that he had sold several thousand 
bales of this cotton for January shipment, the basis on 
March futures in New York being the highest he had ever 
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known. He stated that if we continued to buy that cotton 
as rapidly and as easily as had been the case all the fall, 
it would not be many weeks before we had the sale covered 
and the profit secured. About five days later we had a 
cold wave with frost followed by several days’ severe rain. 
This was not unnatural that late in the fall, but it finished 
our profits. No more cotton above middling was for sale 
in the country, and it shortly became evident we had our 
work cut out for us to get in the cotton we had sold for 
January shipment. The first thing under such circum- 
stances is to put your basis right up, ignoring the profit 
entirely, on the old trade theory ‘‘Never mind the cheese, 
only let us out of the trap.’’ We did get some cotton this 
way, and then we began paying prices which showed us a 
loss. Soon we had all our men out after this cotton and 
they were making little or no progress so I was sent up to 
try the Memphis market. The factors had some of the 
cotton, but every one there was short also, and you could 
not buy it readily. Next I was sent to New Orleans, and 
there I managed to scrape together 500 bales or more at a 
net loss of over $5 per bale. Meantime the basis kept 
advancing and there was doubt whether we could fill the 
order at all, when one of the firm located the crop of the 
Arkansas State Farm which had not yet been sold. They 
bought all the crop and managed to squeeze out enough 
cotton to fill up that order. Then we figured out the 
result. On the advance of basis on the last cotton sold, we 
had lost all the profits made on the earlier sales and some- 
thing besides, so that, so far as that particular mill was 
concerned, we had worked from September till January 
for something less than nothing. 

Poor Quality Year.—The incident above happened in 
a year of good grade and good weather, and occurred 
simply because our senior partner used bad judgment in 
overselling a quality at a time when he should have known 
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the supply was pretty certain to diminish. On the other 
hand, losses are often most severe in seasons when bad 
weather sets in early and sales made during the summer 
are not yet covered. A friend of ours in 1906 came back 
from a New England trip early in September and told us 
how much cotton he had sold forward and at what basis. 
The price seemed most attractive, but we thought the 
quantity very large and told him s0, also calling his atten- 
tion to the fact that most of his competitors had sold just 
as heavily as he. However, he was confident and wrote 
back from the South that the quality of the early receipts 
was excellent, the quantity would be large, and the basis 
was already easy. Ten days later the Mobile Hurricane 
swept across the belt, there was no more high grade cotton, 
and the scramble to cover forward sales had begun. Our 
friend did not fail, but it took all his capital to pay his 
losses and he never recovered his former position. Of 
course he was overtrading and that accounted for a part 
of the trouble, but the real cause of his downfall was the 
advance in the basis due to a storm which he could not 
anticipate. The basis risk is a serious matter in shipping 
cotton. 

Profit on Basis.—It must not be supposed that no one 
ever made a profit out of basis. The normal course of basis 
is to advance from the level at which the seasons open. 
There are exceptions to this rule, of course, but it is 
obvious why it should be the rule. As the season progresses 
the grade of the cotton picked is sure to be lower and the 
supply of high grade cotton to diminish. When prices were 
not so high and interest was not such an item, it used to be 
possible to buy good middling in the fall, put it under bill 
of lading for the East, sell futures against it, and make a 
profit on the basis even while the cotton was in transit. 
Later in the season a profit can be made by the purchase 
of low grade cotton at a wide discount, the sale of futures 
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against the bales, and the reversal of the operation when 
the mills must come to the use of the lower grades because 
of the scarcity of their raw material. 

Illustration.—Let us go back once more to Smith and 
Co. You will remember that they were fortunate enough 
to obtain a hundred bales of strict middling in November 
at a comparatively low basis and that they sold futures 
against the cotton in New York. We assumed the basis 
remained unchanged, but it is much more likely to have 
advanced, in which case their operation would work out 
like this: 


Nov. 15. Bought 100 bales strict middling............ 12.50 
Jan, 15... Sold same landed wires ic sasssc ass 0 = 13.10 
666 EO TONE Oss Peace oes eee 1.00 
Cost io Carey... 2. sass caleees ss 6 20 1.20 
NET SELLING PRICE......... 11.90 11.90 
Loss On ~S D0tss «2. 60s has sae see oe 60 
Nov. 15. Sold as hedge 100 March N. Y........ 12.50 
Jan. 15. Bought hedge 100 March N. Y........ 11.10 
PROFIT ON FUTURES...... 1.40 
E088 00S POCS ia aici sheissleieie's < eve 60 
NET PROFIT sci .suerant .80 


As it cost Smith 100 points to land and 20 points to 
carry, and as they expected to make a profit of 50 points, 
their regular selling basis would have been 170 on March. 
As a matter of fact the basis had improved, so that they 
received 200 on March for their cotton, selling the cotton 
at 13.10 landed and buying in their futures at 11.10. The: 
difference between this 200 points and 170 points is 30 
points and that is the additional profit they made by the 
advance in basis. 


CHAPTER XXX 
BASIS 


Agitation on Basis.—It can be seen from the illustra- 
tions in the previous chapter that the risk of loss on basis 
is very great. While it is equally true that the chance of 
large profits on basis also exists, it is only natural that 
merchants should look at the losses rather than at the 
profits. It seems to them the one could be prevented by 
some sort of adjustment of the future contract, and only 
too frequently the other seems to them the result of their 
own ability rather than the result of basis alone. Of 
course, it is true that ability to correctly read the basis 
situation and to take advantage of opportunities offered is © 
essential to securing basis profits. The fact remains, how- 
ever, that it is only natural to believe that basis losses are 
not due to lack of ability or to reckless trading, but are due 
exclusively to some defects in the system of future trading, 
which can and should be corrected. There has been a 
constant agitation in the cotton trade to so change the 
provisions of the future contracts that basis shall remain 
approximately the same despite market or weather or any 
other factors. It is the dream of the average merchant 
that in some manner the contract can be made to rise and 
fall automatically with the rise and fall of the premium on 
even running spot cotton. Of course, it is quite possible 
to draw a future contract which shall provide for the 
delivery of one grade alone, say for strict middling. In 
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dling would always remain at the same level as even run- 
ning strict middling spots, because, as a matter of fact, 
that would be the contract. It has been realized, however, 
that such a contract would be impossible as a hedge for the 
very good reason that no one would sell such a contract 
ahead unless some sort of protection was provided. The 
merchant will now sell strict middling forward, because, 
however much he may think the protection is inadequate, 
still he can secure some measure of protection under the 
present system. He can always buy the future contract he 
requires as a hedge, because as that contract is now drawn 
it takes care of so many different grades of cotton that 
there is always considerable trading going on. Some mer- 
chant, somewhere, will have cotton to hedge, and the sale 
of his hedge will afford our friend the contract he re- 
quires to buy for his protection. If the contract were lim- 
ited to one grade, say strict middling alone, then only mer- 
chants desirous of hedging strict middling alone would dare 
sell such a contract, with the result that the hedge would 
not be available for our friend. Besides, while speculation 
makes up a very small actual percentage of the trading 
done in the future markets, it is the function of speculation 
to take up the slack, to be willing to provide either buyers 
or sellers at a moment when contracts from the trade are 
lacking. No speculator would trade in a single grade con- 
tract. During one period of agitation the New York Ex- 
change offered a committee of spinners a separate trading 
ring and a single grade contract for the purpose of experi- 
ment. The offer was not taken up because it was known 
such a trial would result in failure. 

Aside from this extreme, however, many suggestions have 
been made as to provisions in the future contract to cure 
the basis evil. These suggestions have to do either with the 
fixing of grade differences or with the grades to be deliv- 
ered on future contracts. 
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Grade Differences——The whole matter of grade differ- 
ences has become so highly controversial that it is a diffi- 
cult matter to handle without accusation of prejudice one 
way or the other. The dream of many merchants is to 
have the differences advanced or reduced so rapidly that 
the value of the future contract will automatically alter 
with the value of specific grades, so that the basis changes 
will be minimized. To date that dream is far from ful- 
filment, if indeed it can ever be realized. 

Original Method of Fixing Grade Differences.—The 
original manner in which grade differences were fixed grew 
up naturally. When the trading was largely confined to 
merchants residing in the same place as the future market, 
it was simple to have a committee meet every day and 
quote all the grades on the list, these quotations to be the 
means of ascertaining the differences to prevail for deliv- 
eries on future contracts. This was the original method of 
fixing the differences adopted both in New York and New 
Orleans. The New Orleans Exchange retained the method 
after New York had dropped it, and to distinguish between 
the two this was called ‘‘commercial differences.’’ It is 
supposed that the differences are daily fixed on the actual 
value of each grade as established in the market. The New 
Orleans people have always been attached to the scheme 
and still continue it. 

Difficulties in Fixing Grade Differences.—The trouble 
is that the daily value of each grade is not so easy to estab- 
lish as would appear at first glance. If all the various 
grades were traded in on any given day, then it would be 
simple for the committee to ascertain the average price 
paid for each grade that day, and so fix the differences 
between grades with reasonable accuracy. Thus, if the 
average price paid for good middling is 15.50, for strict 
middling 15 cents and for middling 14.50, then it is quite 
obvious that the differences should be made 100 on for 
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good middling, and 50 on for strict middling. If the next 
day there are still transactions in all the grades and good 
middling is bringing 15.75, as against 15 cents for strict 
middling and 14.50 for middling, then it is also clear that 
good middling should be advanced to a premium of 125 on, 
while the strict middling difference is left alone. Also it 
is to be presumed that the future contract will not alter in 
its relation to even running good middling, because the 
advance in the price of that grade has been reflected in the 
additional premium. If only the daily revision system had 
kindly consented to function in this manner, all the tire- 
some and confusing controversy over the relative value of 
grades might have been avoided. 

Actual Workings.—The difficulty is that all grades are 
not traded in at any one point every business day. Of 
course it would be absurd to say that such a thing has 
never happened, for it is probable it does happen in some 
market a number of days during every year. It does not 
happen in the same market many times in a year and it 
does not happen in the same market many consecutive days 
in succession. But the committee must quote all grades 
every day, and they naturally resort to the method of tak- 
ing the quotations which they can obtain, and then ‘‘ealeu- 
lating’’ the value of the other grades in which no trading 
has occurred. They cannot help themselves, they must get 
the quotations and this is the only way in which they can 
obtain them. But the moment this sort of calculation be- 
gins the committee steps outside the realm of fact and 
enters upon that of judgment. This at once introduces the 
possibility of error, which is common to all human judg- 
ment. It matters not whether the error be an honest mis- 
take or not, the trouble will arise just the same. Suppose 
that the committee believes that low middling is worth 75 
off middling on some particular revision date, and the 
trade at large think the difference should be 100 off. The 
judgment of the trade, that is, the judgment of the open 
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market, will eventually prevail, the contract will take up 
the slack of the differences and the basis will widen some 
20 to 25 points accordingly. Then the committee is largely 
eriticized and a number of merchants who relied upon the 
differences to protect their basis feel that they have been 
injured. 

Single Markets.—Moreover, the committee is basing its 
judgment upon the situation in one market while condi- 
tions elsewhere may be entirely otherwise. Of course, in 
such a case the differences made by the committee cannot 
long be maintained. So soon as they are recognized to be 
above the general market level, cotton begins to move to 
that market for delivery. The moment that happens, and 
merchants realize the stock of these certain grades will be 
increased, the price of those grades comes down to the 
level over the belt as a whole. Then the committee, accord- 
ing to the rules, must recognize this change and alter its 
differences accordingly. Whereupon the merchants having 
cotton in transit for delivery find themselves confronted 
with a loss. Dissatisfaction results, many harsh things are 
said about the self interest of the committee, when, as a 
matter of fact, no member of the committee has any per- 
sonal interest in the matter. 

Public Opinion.—The committee is fase with still more 
insidious pressure. There comes a year of wet fall and low 
grades and wild scrambling for the comparatively limited 
amount of high-grade cotton. For weeks the market is de- 
voted almost exclusively to sales of high-grade cotton, the 
only low grades being taken are such bales as the factors 
ean force upon unwilling buyers in the process of making 
“‘the high end sell the low.’’ The committee must exercise 
its Judgment as to the differences on the low grades, while 
in the meantime the high-grade premium constantly ad- 
vances. As most merchants have forward sales and are in 
more or less trouble with the basis, great agitation exists 
as to the premiums and discounts. Every one wishes the 
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contract ‘‘held up’’ in its relation to high-grade cotton, 
and no one is in the least concerned about the low grades, 
a large stock of which the unfortunate producer now has 
to market. The force of such unanimous opinion as to the 
value of cotton must be felt to be appreciated. The com- 
mittee hear nothing except what a high price must be paid 
for good cotton, what a low price must be accepted for poor 
cotton, and how important it is something be done to “‘pro- 
tect the hedge.’? The committee would be more than hu- 
man if it did not accept the opinion for the fact and 
widen both the premiums and discounts. The result is not 
always a happy one. The new and wider differences are 
discussed through the length of the belt with the result that 
the excitement is increased and shortly the dose must be 
repeated. Meantime, as no committee can possibly keep up 
with that kind of panic-stricken market, the basis is not 
appreciably affected by the changes, and in the end the 
merchant has his losses still and the farmer has seen his 
cotton marked down to a mere pittance. It is true he likes 
the idea, but that does not alter the damage, which, as we 
shall see, is no small matter. 

Wider Discounts and Cotton Held.—Later on we come 
to the end of the year and turn the corner into January. 
All the small amount of high-grade cotton is out of the 
country by that time, and we find a large stock of low 
grades advertised far and wide as of small value but which 
are the property of every one in the trade from the farmer 
to the merchant. The latter has been so busy getting out 
of his first basis trouble with high grades that he has paid 
scant attention to the hedges sold against the low-grade 
stock he was forced to buy in order to fill his high-grade 
orders. Now he discovers that the process of marking 
down the lower cotton has gone so far that he has still an- 
other basis loss. The contract has been ‘‘strengthened’’ 
not enough to prevent a loss on basis sales, but quite enough 
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to present him with a loss on the cotton he has been ecarry- 
ing hedged with futures, 

Manipulation of Differences.—This can be done more 
easily than might be supposed. Let us assume a fairly 
quiet market and a merchant with some strict middling to 
sell. He cannot immediately sell the cotton for shipment 
and he would like to move it and get himself financially 
eased up. He decides to deliver on contract. He employs 
half a dozen brokers to run around the market and bid for 
strict middling in small lots. If possible they actually buy 
some cotton at the higher price and there are many hints 
of a large order for strict middling being quietly filled. 
The committee meets and as in duty bound takes cogni- 
zance of these sales and marks up the price of strict mid- 
dling. The merchant delivers out his stock at 50 cents or 
possibly $1 a bale higher than he could otherwise have ob- 
tained. Take a reverse case, the merchant has a lot of low 
middling he would like to buy. Low middling has already 
been marked down, but he knows that there is so much in 
stock that he will obtain a good proportion of his needs 
by taking delivery on the last of the current month. He 
waits until the day before and then causes several brokers 
to run around and offer small lots of low middling at lower 
prices, making some sales. Once more the committee marks 
the price down and he takes up the cotton at a lower figure. 

Shipments for Delivery.— Another evil arising from con- 
stantly changing the differences is that no merchant can 
ever tell in advance just what he can get for cotton de- 
livered on contract, for the differences may be changed 
several times while the cotton is in transit. He is then 
loath to deliver if it can be avoided. This is an evil be- 
cause it makes it easier to run corners and squeezes and 
thereby costs the average merchant money unnecessarily. 
Another trouble is that merchants hesitate to take up cot- 
ton on contract because they fear that when they come to 
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redeliver that cotton they may be assessed a loss by widen- 
ing of differences while they held the cotton. This tends 
to unduly depress the current month and that always leads 
to complaint from the South. 

Fixed Differences.—This is another misleading term, 
for it was applied to the system adopted by the New York 
Cotton Exchange in the late eighties or early nineties, 
which was not a fixed difference system at all. The mem- 
bers of the New York Exchange had realized the difficulties 
with the daily revisions and sought to cure them. They 
thought that if the differences were arranged once a year, 
or rather twice a year, September and November, then mer- 
chants could be relied upon to adjust their transactions to 
these differences and the constant turmoil of daily changes 
would be avoided. Unfortunately, they did not make a 
real fixed difference. They appointed a committee to meet 
in September at the very opening of the season and again 
in November when the grade was presumably established. 
The committee was to exercise its best judgment and fix 
differences which would hold until the following Septem- 
ber. On this committee were appointed members of the 
Exchange from the South and from New England, in order 
that all sections might have a hearing. This method was 
an improvement on the old, although it afterwards came to 
be bitterly attacked. The advantages were that cotton 
could be shipped for delivery without danger of loss, that 
cotton could be taken up and carried without having its 
value arbitrarily reduced, that the daily struggle over 
grades not quotable was avoided, and that the committee 
was not constantly being harassed for changes of one sort 
and another. In other words, a distinct element of sta- 
bility had been introduced. | 

On the other hand, the underlying evil of human judg- 
ment remained. It is true that the committee had to 
exercise its judgment but once a year, for the September 
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revision, as a rule, did not amount to much. Nevertheless, 
the element of human error remained, and was strong 
enough to wreck the system a few years later. 

1906 Revision.—All went well until the fall of 1906. 
In that year business was booming and mills were well sold 
ahead at remunerative prices, so that they were eager buy- 
ers of forward cotton during the summer months. As the 
crop prospect was unexcelled and the basis was good, mer- 
chants were equally eager to sell forward. The English 
mills were also well engaged and good buyers, so that at 
the outset of the season an extraordinary amount of basis 
cotton had been sold. It is questionable whether the actual 
amount sold was not larger than any ordinary season 
would produce, that is to say, whether the southern mer- 
chants had not oversold the probable production of grades 
above middling. Be that as it may, the Mobile Hurricane 
swept through the middle of the belt in early October and 
ruined the grade of the crop. A persistent succession of 
severe rain storms followed and the damage to the quality 
exceeded anything known prior to that date. As was to be 
expected under the circumstances, the premium on the high 
grades began to advance at once, while the discount on the 
low grades widened more slowly, since it was not at first 
realized what an oversupply of cotton below middling had 
been produced. When the Revision Committee met in New 
York early in November, the higher grades were duly 
marked up, but no one realized what was about to happen 
with the lower grades. There was some suggestion low 
middling be set at 100 off, but there were few adherents to 
that idea and there was opposition from the South. Finally 
the committee settled on 50 off for low middling, and over 
the intervening fifty points a contest of crimination and 
recrimination has waged ever since. It may be admitted 
the committee made an egregious blunder because in any 
event, even if the hundred points was not accepted, fifty 
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points was too little. They made a bad error in judgment, 
but it should be said in justice to them that the demand for 
one hundred points discount was much stronger after the 
event than it was before. Still, a little more reflection might 
have shown them a wider discount was advisable under all 
the circumstances. Let us admit the error, and let us even 
go further and state, as the most severe critics did state, 
that the mistake was made deliberately, which it was not, 
still the fact that the New York difference on low middling 
was 50 points and not a 100 had nothing to do with causing 
the trouble. Nothing could have prevented a wide basis 
and a severe loss to merchants with forward sales, for you 
cannot sell what the Lord does not allow to be produced, 
and escape without loss through any human agency. We 
may call attention to the fall of 1919, when despite terrific 
discounts on low grades, and despite the fact the danger 
was early realized so that the volume of sales was compara- 
tively small, the basis was wider than ever known. 

Results of 1906.—You cannot expect men who have suf- 
fered severely to be altogether just or altogether wise in 
their judgment upon the cause of their misfortunes. Least 
of all can you expect them to willingly admit that any of 
the blame attaches to them. So much was said about the 
New York Revision that many people came seriously to be- 
lieve that the entire trouble was due to the fact that New 
York did not fix its differences every day. The agitation 
continued and grew louder and stronger so that, in 1914, 
the belief in ‘‘commercial differences,’’ so-called, was wide- 
spread and there was strong pressure to have them put into 
the proposed United States Cotton Futures Act. The pro- 
ducer even was convinced by all the clamor that in some 
mysterious manner he would be benefited if only the price 
of low grades was daily marked down. 

Average Differences.—The result of all the talk was 
the difference provision in the Act which left it to the Sec- 
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retary of Agriculture to designate spot markets. It was 
known he would designate New Orleans, whose difference 
method would thus remain unchanged, and would not des- 
ignate New York, which would have to adopt the average 
differences of the designated markets, which were even- 
tually named as follows: Galveston, Houston, Dallas, Little 
Rock, Memphis, Montgomery, Augusta, Savannah, Norfolk, 
and New Orleans. This method of fixing the differences 
may be called the ‘‘average system.’’ 

Advantages Claimed.—So far as the New York Cotton 
Exchange alone is concerned, the method has proved a dis- 
tinct advantage for the reason that no responsibility of 
the differences attaches to any committee or officer of the 
Exchange, and all criticism on a delicate subject is shifted 
to other shoulders. So far as the trade at large is con- 
cerned many advantages were claimed for the system, and 
there appeared ample reason for the claims. The scheme 
was ingeniously contrived by those in charge of the legis- 
lation to obtain the supposed benefits of a daily revision 
and at the same time to reduce the obvious disadvantages 
of such a system. No one market was taken as a standard, 
but the quotations of ten markets scattered over the belt 
were to be averaged. It could certainly be claimed with rea- 
son that the resulting differences should fairly represent the 
general southern value of the various grades of cotton. 
Moreover, any possibility of misconduct on the part of a 
single committee was eliminated, for the differences were 
made not by one but by ten committees. In the same way 
the chance of errors in judgment was supposedly reduced. 
Most of the trade, including myself, were satisfied in 1914 
that in all probability the basis question was pretty well 
solved, since the value of the contract should change with 
the value of different grades in the South. As a matter of 
fact we were to be disappointed, for we never had such 
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fluctuations in basis, nor did any one ever see such pre- 
miums as were general in the years from 1916 to 1921. 

Disadvantages; Quotations.—One of the difficulties with 
the average system has been that the quotations furnished 
by some of the ten markets have been very unsatisfactory. 
On the same day there have been variations of as much as 
five dollars a bale in the quotations given for the same grade 
in two markets within a hundred and fifty miles of each 
other. Of course, when you get such variations either one 
market or the other is not quoting the price for that cotton 
correctly. It may be that the wrong quotation comes from 
only one market, in which case the averages are only 
slightly altered. On the other hand, when several markets 
happen to be out of line on one particular aay, the averages 
are very much affected. 

These poor quotations are caused in various ways. Often 
they are simply the result of sheer carelessness, the com- 
mittee being hurried by their own business and anxious to 
get away, or perhaps it is difficult to get a quorum, and 
absent members are consulted in their offices, or even on the 
golf links, and agree to suggested figures without due con- 
sideration. Sometimes there is widespread discussion of the 
widening basis and the prospect of a scarcity of high grades, 
and the quotations represent a fear of what is to happen 
and an anxious desire to prevent the anticipated, rather 
than a statement of actual conditions as they are on that 
particular day. Sometimes the value of some grade or grades 
is affected by the fact that a large stock of those cottons ex- 
ists at some particular market. The committee are uncon- 
sciously influenced by the desirability of moving that cotton 
out. They are sometimes brought to believe that the cotton is 
more valuable than is actually the case, but just as often they 
are brought to believe the grades in question are of very little 
value because they cannot be sold. Another influence is the 
result of the belief in the efficacy of the printed word, or, 
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to be more accurate, the printed figures. There are many 
men who feel that somehow the quotation must not only 
represent the market at a given moment as it is, but also 
the market as it should be. It is amazing how far this 
belief will carry people. They seem to feel that if you will 
only assert a thing long enough it must come to pass, just 
because it is so ardently desired and just because it is so 
publicly proclaimed. The reductio ad absurdum of this 
point of view was illustrated well in 1917, when some mar- 
kets persisted for weeks after the February first panic in 
quoting middling at 20 cents, although they knew and 
every one else knew that the market value was far less. 
The agitation to have cotton return to that figure may have 
been justified, the decline may have been unnecessary ; those 
questions do not need to be argued. But a quotation is not 
supposed to be either prediction or propaganda. Quota- 
tions are supposed simply to be the unaltered record of 
established facts. 

The Bureau of Markets held an investigation in 1918 and 
discovered the basis situation to be more unsatisfactory 
than at any previous time. In part this was due to War 
conditions and to unnecessarily severe specifications as to 
the character of cotton used in Government contracts. The 
Bureau also discovered the unsatisfactory quotations and 
a meeting was called in Memphis in the spring of 1919, at 
which there were present delegates from all the designated 
markets in the South. A long discussion of the necessity 
of careful and accurate quotations and suggestions as to 
methods of making up the figures resulted in some improve- 
ment in the character of the quotations furnished New 
York for averages. The basis, however, was worse than 
ever the following two seasons. 

Fundamental Evil in Fixing Differences.—There is an 
underlying difficulty in all three methods of fixing differ- 
ences from which it is impossible to escape. Every time 
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‘the quotations are altered, the value of some one’s prop- 
erty is arbitrarily changed. You cannot escape from that 
fact if the differences are to be changed by any ordinary 
agency. The committee or committees engaged in making 
up the quotations are also engaged in putting a value upon 
property and in doing so without any public hearing. It is 
true that you cannot hold court every day and listen to 
long arguments pro and con on every difference revision, 
because to do so would hopelessly disrupt the orderly con- 
duct of business. On the other hand, so long as you have 
committees of any sort issuing dicta as to the value of cot- 
ton belonging to other people, so long are you bound to 
have dissatisfaction and accusations of carelessness, bad 
judgment, and selfish motives. This fact in itself injures 
the quality of the revision. No man and no body of men 
is willing to go against public opinion, even when they are 
satisfied opinion is mistaken. It is much easier to go with 
the crowd than against it, and many committees lack the 
exceptional man who can go his own gait irrespective of 
the pressure from the majority. The result is that when 
opinion is strong that certain grades should sell at certain 
discounts or premiums in order to protect the basis, a com- 
mittee is prone to report that figure as the quotation in spite 
of the fact that sales are actually made at some other 
figure. They are so anxious to do the right thing that they 
do wrong and their quotations thus lead to much trouble. 

Spinning Differences.—There is only one way in which 
you can avoid the arbitrary fixing of values, and that is to 
have a method of differences which is more or less auto- 
matic. You cannot accomplish that by changing the dif- 
ferences constantly, but it is possible it might be accom- 
plished by never changing them. As we shall see at the 
end of this chapter it is possible to ascertain with reason- 
able accuracy just what the waste is in spinning every 
grade. That waste represents the actual loss to the mill 
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in the weight of each bale spun. It has been proposed to 
take that actual loss, reduce it to percentages as compared 
to middling, and then reduce those percentages again to 
points as compared with a price to be selected for middling. 
Thus, if we should find that good middling cotton wasted 
5 per cent less than middling, and we had selected 20 cents 
as the middling price, then good middling would be at a 
premium of 5 per cent on middling or 1 cent. Thus the 
difference ‘‘ on ’’ for good middling would be 100 points. 
Similarly, if low middling wasted 5 per cent more than 
middling and middling was 20 cents, low middling would 
be 100 ‘‘ off.” Having ascertained the proper differences 
in this manner, they would be promulgated and never 
changed until either the price went so far out of line that 
a fresh figure had to be selected, or some other factor al- 
tered the general situation. These matters could by law 
be left to the Bureau of Markets, which could hold tests 
and public hearings in the first place to establish the dif- 
ferences, and could also hold hearings to consider changes. 
There should be a provision that such changes could take 
effect only eleven months subsequent to their official pro- 
mulgation to avoid such senseless confusion as was wit- 
nessed in 1919 when Congress saw fit to change the con- 
tract overnight. 

It would be necessary to make some modifications in the 
absolute waste percentages to allow for the fact that all 
mills cannot use low-grade cotton even at value, since cer- 
tain mills make specialties requiring the use of the higher 
grades. The premium on the high grades would probably 
have to be ‘‘weighted’’ to allow for this, and the discount 
of the low grades would probably have to be altered to bal- 
ance. All these questions should be settled by some Gov- 
ernmental body like the Bureau of Markets, on whose fair- 
ness all could rely. The Bureau could hold public hearings, 
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announce the results of their own tests in the mills, and 
after discussion decide upon and issue the differences. 

Spinning Differences Revisions.—These fixed differ- 
ences would be changed only when the underlying condi- 
tions changed and not at all to suit the grade of individual 
crops. Thus, if we have selected 20 cents as the price on 
which to figure our percentages and subsequently for a 
period of several crops the price ranged persistently around 
10 cents, it might be advisable to alter the differences. Or, 
if the price thereafter for a number of years ranged per- 
sistently around 380 cents, the differences might be altered. 
The fluctuations of one crop should be entirely disregarded 
for the reason that the price of the contract and the changes 
in the basis together would correct temporary variations. 
It is only when the change appears so far fixed as to cause 
a strained position of the basis to be permanent that altera- 
tions in the differences should be considered. The other 
cause for changes would be such a wide alteration in wages 
that the labor cost of cleaning grades became a factor. 
That would occur but seldom. 

Spinning Differences and Mr. Neville.—This idea of 
permanent fixed differences was a thought of Mr. George 
Neville, who was President of the New York Cotton Ex- 
change in 1910 and 1911. Mr. Neville was a man of won- 
derful breadth of vision and a thorough and conscientious 
student of all cotton affairs. He was a southerner by birth 
and had served a thorough schooling in that end of the 
business. He was at the time a partner in one of the larg- 
est American firms doing an international business, with 
branches and agencies all over the world. Mr. Neville was 
recognized in the trade as an all-around cotton man of 
ability and vision, whose opinion on any cotton matter was 
well worth serious consideration. He was also a man of 
unquestioned integrity, remarkable mental capacity and a 
most delightful and fascinating personality. It was a se- 
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vere blow for the entire cotton trade that such a natural 
leader should have died just when the most important legis- 
lation was under consideration. Mr. Neville was experi- 
menting with the spinning values of cotton for several years 
prior to his death. He took the ground that, while the 
trade was not yet ready for the experiment, sooner or later 
spinning differences would have to be tried out on the the- 
ory that the constant alteration of differences by commit- 
tees would never solve the problem. 

' Advantages and Disadvantages.—The great advantage 
of spinning differences is that the value of each grade, 
when delivered on a future contract, is fixed in relation to 
middling and cannot be altered. This throws the basis open 
entirely to the judgment of the merchant who no longer 
must needs take a guess at the opinion of a committee or 
committees in regard to the value of different grades. This 
does not mean that the basis will never alter. On the con- 
trary, with spinning differences the attempt to solve the 
problem by artificially checking fluctuations in basis is 
abandoned. The basis will be traded in constantly, the 
value of each grade as compared to the basis middling con- 
tract being altered by the judgment of the trade in regard 
to weather, supply, and market factors. If we had an ab- 
normal supply of low middling, for example, so that while 
the contract remained at the same relative value with low 
middling, it would be profitable to deliver that grade, then 
the price of the contract would fall, the basis would widen 
until the adjustment had been made, or until the trade 
believed it had been made. The latter thought is most im- 
portant, because it is more than likely that in an open mar- 
ket for basis the extreme discounts and premiums would 
be avoided. It is the unanimous opinion of the trade that 
the open trading in futures prevents the extreme of high 
prices in case of a crop calamity, and the extreme of low 
prices in case of oversupply. With spinning differences 
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the constant interference with basis by means of committee 
quotations would be discontinued, the market would be left 
to the judgment of individual merchants, as in fact it is at 
present. Did the wide differences of 1919 prevent basis 
troubles? The basis never was so great and the risk never 
was so heavy. The truth is that the mere widening of pre- 
miums and discounts by committees increases the difficulty 
of a bad situation by constantly increasing the alarm. 

It will be said that the disadvantage is that the discount 
of futures under even running spot cotton in low-grade 
years will be large. That is true, although in view of some 
recent experiences it may be questioned if it would be wider 
than under the present method. It will be said, it has been 
said a tiresome number of times, that such a discount in- 
jures the producer. Why should this be true? He is in- 
terested in the actual return in dollars and cents, not in 
blackboard quotations nor in the basis risk of the merchants 
to whom he sells. Certainly the discounts on low grades as 
recently promulgated have been utterly ruinous to the 
farmer, as we shall see shortly. Why, then, should he not 
be helped rather than injured by an attempt to restore 
some value to half his crop? 

Opinion of the Trade.—It should be said in conclusion 
that the majority of the trade do not believe in spinning 
differences and still cling to the hope that basis risk may 
be reduced by constantly altering grade differences. As 
long as this hope persists the average system is less harm- 
ful than any other method, but we can at least discuss spin- 
ning differences, with the hope that some day the method 
will receive a serious trial. 

Low Grades Deliverable-——The other method of chang- 
ing the future contract is to reduce the number of grades 
allowed to be delivered upon that contract. The theory 
that the low grades delivered on contract depressed the 
value of futures in relation to even running spot cotton has 


BASIS 365 


long been held in the South. This idea finally found ex- 
pression in the ‘‘Low Middling Clause’’ written into the 
United States Cotton Futures Act by the Smith Amend- 
ment adopted in March, 1919. Let us hasten to remark 
that Senator Smith and Representative Lever spent much 
time and thought over the cotton problem and were anxious 
to do the right thing by the entire trade. One cannot read 
the reports of the hearings on the various future bills be- 
fore their committees without being impressed by the fair- 
ness and impartiality shown by the chairmen. Neverthe- 
less, the Low Middling Amendment was a mistake, for it 
did not aid the basis and it injured the South by still fur- 
ther lowering the value of low-grade cotton. The organ- 
ized Exchanges are not guiltless in this respect, for they 
should have appeared before the Senate and House Com- 
mittees and argued the case for the low grades. 
Comparative Values of Low Grades.—This brings us 
to the most serious part of all the agitation and legislation 
of the past fifteen years, and that is the persistent marking 
down of low-grade cotton. When the 1906 excitement was 
at its height the theory was advanced that low-grade cotton 
was used to depress the price of contracts in New York, 
and that this brought down the price of cotton in the South. 
The underlying fallacy of this theory is the idea that there 
are two separate cotton markets, one for spots and one for 
futures, and that the price of cotton South is controlled by 
the price of contracts in New York. Of course, the theory 
is incorrect. There is only one cotton market, and spots and 
futures move together within that market. No one can say 
which controls the other, although pages have been written 
on the subject. The fact is that as they are parts of the 
same market they move together. We shall have more to 
say on this matter when we consider the way in which 
‘limits’? are made up. Moreover, if the contract declines 
because of the preponderance of certain classes of cotton 
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at the moment in stock at the future trading points, so far 
as even running middling is concerned the slack is taken 
up in a widening of the basis. The merchant may be in- 
jured by misjudging basis, but the farmer is not touched. 

The theory became very popular, nevertheless, and has 
persisted until recently, when signs of a reaction began to 
appear. A regular campaign of education in the small in- 
trinsic worth of low-grade cotton was carried on, and the 
value of such cotton in comparison with middling steadily 
dropped. The following table will show what was accom- 
plished along these lines from 1906 to 1920: 


New York Future DELIVERY DIFFERENCES 1 


Grade 1903 1906 1907 1913 1919 1920 


Gd. Mid.. 44 on 76 on 75 on 65 on 153 on 183 on 
St. Mid... Soe Bec Bos a2 85. * 98 “ 
MID’L’NG| Basis Basis Basis Basis Basis Basis 
St. L. Mid. 14 off 14 off 30 off 50 off | 188 0) 218 off 
Low Mid. 38 50 off 100 “ 125 480 “ 488 “ 
St. Gd. Or.} 72 “ 90 “ 150 “ 200 Sf - AYATBr See ee 
Gd. Ord..| 100 “ 125 200 “ 300.“ |/F1023' * 5) 925 e5 
Gd. M. T.| Even Even Even Even 182 9 12S 


St) MoT. 6 off 6 off 20 off 20 off | 289 “ 218 “ 
Mid. Tinge} 12 “ PA 30 “ 40 “ 432 “ 385 “ 
Mid. St’n’d| 50 “ 90) “ 120. “| “125 | *696-“— i) *620R5 


1The Government Standards were used after 1914. Prior to that date New 
York Cotton Exchange Standards were used. Grades marked with an aster- 
isk (*) were excluded from delivery by the Amendment of March 4, 1919. 


Result for the Farmer.—The table above will show the 
marked success of the opponents of low-grade cotton in 
reducing the comparative value of the bales during the 
seventeen years from 1903 to 1920. The sincerity of the 
belief that this was to the advantage of the farmer need not 
be questioned. There are always partisans in every move- 
ment whose zeal is entirely due to the popularity of the 
cause, and who care nothing whatever as to its intrinsic 
merit. It is true that such demagogues have been active in 
the hue and ery about low-grade cotton, but the sincerity 
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of the real leaders both in the South and in Congress need 
not be questioned. The point is, did they really accomplish 
good for the farmer or did they not? This is a most serious 
question for the cotton raiser, confronted as he is with the 
weevil, is in no need of additional handicaps. There 
are two questions to be settled: first, did the marking down 
of the low grades cause such a marking up of the high 
grades as more than offset the discounts; and, second, what 
is the average percentage of each character of cotton in 
the crop? 

A glance at the table will answer the first question. The 
advance in the premiums for grades above middling has by 
no means kept pace with the increase in the discounts on 
grades below middling. For example, in 1903 the premium 
on good middling was 44 points, in 1906, 76 points, and in 
1920, 183 points; while the discount on low middling was 
38 points in 1903, 50 points in 1906, and 488 points in 1920. 
The discount on low middling had widened 305 points, or 
over $15 per bale more than the premium on good mid- 
dling. 

Percentage of Grades in Crops.—The second question, 
namely, whether the farmer has normally more high-grade 
cotton to sell than he has low grades is a question impos- 
sible to answer mathematically. All we can do is to state 
that in the opinion of the cotton trade, held through the 
hundred years of its existence, the farmer has certainly no 
more high-grade cotton and frequently less high-grade cot- 
ton for sale than he has low. For the very word ‘‘Mid- 
dling’’ indicates that such cotton is of an average grade. 
In normal years then, with as much high-grade cotton as 
low, the farmer has lost $15 a bale on half his crop 
since 1903. In abnormal years the loss is almost incalcu- 
lable, and since the weevil abnormal years in grade are 
almost monotonous. ‘‘Shepperson’s’’ Cotton Facts, De- 
cember, 1921, Edition, gives the average grade for the past 
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five crops as follows: 1920-1921, barely middling; 1919- 
1920, strict low middling; 1918-1919, barely middling; 
1917-1918, middling ; 1916-1917 and 1915-1916, middling to 
strict middling. Out of these five crops in only two could 
the farmer possibly have benefited by the change towards 
wider premiums and discounts noted above. 

Comparison of Two Low Grade Years.—A striking 
illustration of just what has followed in dollars and cents 
from the remarkable widening of low-grade discounts may 
‘be seen from a comparative table of 1913 and 1920 prices. 
The low grades were wider in 1919, but the crop that year 
was so notoriously poor in quality that a comparison with 
1920 seems fairer. The discounts had come back a bit by 
the fall of 1920 and prices had ceased to be affected by the 
after-war boom. Besides, in both 1920 and 1913 we had 
falling trade and poor business. Of course, there was no 
comparison between the panic of 1920 and the conditions 
of 1913, but it is very difficult to get an absolutely exact 
comparison between any two years: 


CoMPARATIVE Prices 1913 anp 1920 (November)1 


1913 1920 
Grade Differ- Price, Differ- Price, 
ence cents ence cents 
Gd5 Midas. 2. 65 on 13.79 183 on 17.83 
St. Midty 5 2. oon 13.46 98 “ 16.98 
13.14 16.00 
Sith, aa en 6 cite Basis Jan., 1914 Basis Jan., 1921 
N. Y. dely. N. Y. dely. 
Lows Mid'enses 125 off 11.89 488 off 11.12 
Sti Gds Ord. toe. 200 “ 11.14 720 “ 8.80 
Gadi ROrd a sac 300 “ 10.14 eS Wide 6.77 


+The contract price taken is January New York, as that is an active delivery 
and the time would give ample opportunity for delivery on contract in New 
York, if so desired. The price selected for the January is what is regarded as 
a fair average for the trading during November. In’ 1913 January New York 
sold as high as 13.47 and as low as 12.78 during November and was at 18.14 
on the tenth. In November, 1920, January New York sold as high as 20.15 
on the third, as low as 14.53 on the 29th, and 16 cents was thought to be a 
fair average price. 
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From this table it will be seen that the price paid for 
middling, delivery on January contracts, in 1920 was about 
three cents a pound higher than in 1913. Yet for the 
grades of low middling, strict good ordinary, and good 
ordinary in 1920, the farmer received less money than in 
1913. Indeed for good ordinary he received over three 
cents a pound, or more than $15 per bale less for his cotton 
than he did in 1913. Every one will recall that the low 
price for the lower grades held in the South in the fall of 
1920 was one of the serious complications of a bad situation. 

Bureau of Markets Grade Percentages.—The season of 
1913 was a very poor one west of the River, where heavy 
and persistent rains fell steadily through the picking sea- 
son. In the following spring hearings were held before 
Congress in regard to future legislation, the hearings from 
which later in the summer emerged the first United States 
Cotton Futures Act. The Chairman asked the Bureau of 
Markets to appear and furnish data on the grade of the 
crop in Arkansas, Texas, and Oklahoma. There was before 
the committee for discussion a low middling clause and the 
committee wished to know how much cotton would be ex- 
cluded. The table furnished mentions the grades by name, 
except for low middling where the percentages were stated 
to be the amount of cotton excluded by the proposed legis- 
lation. In the table below the term low middling is used: 


Bugeavu or Market Grade PERCENTAGES, 1913 
%-inch Staple or Above 


Below Below Below 
State Low Mid. | St.Gd. Ord.} Gd. Ord. trey 
Arkansas... 26% 20% 19% 1,036,849 
Oklahoma ... 21% 12% 9% 841,844 
Mekas o2 x. : 30% 22%, 16% 3,771,271 
7 EE ee ee ee 1 eee eee 
Three States, Total Crop............-e++eeseeee 5,649,964 


EE ee——e re — 
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The percentages are also given for North Carolina, 19 
per cent below low middling, and South Carolina 17 per 
cent below low middling. These two states were supposed 
to have had a high-grade crop in 1913. The testimony of 
merchants doing business in the western belt was that after 
January 1 no cotton grading middling or above was to 
be found west of the River. The whole discussion can be 
found in ‘‘Hearings of the Committee on Agriculture of 
the House of Representatives, Sixty-third Congress, Second 
Session.’’ The table given above and the discussion will be 
found on pages 301-304, but all the testimony is worth 
reading. 

In 1920 the discount on low middling is 363 points 
greater than in 1913, the discount on strict good ordinary 
is 520 points greater, and on good ordinary the discount is 
623 points greater. In other words, the increase in the dis- 
count on the grades below middling will vary from $15 to 
$30 a bale. We will call the average $20, and we will as- 
sume that half the crop in those Western states, or 2,800,000 
bales, was below middling. The actual amount of cotton 
below middling was much greater, but even on these mod- 
erate figures, had the 1920 discounts prevailed, the farmer 
would have had his loss increased by $56,000,000. 

According to Shepperson the 1920 crop averaged barely 
middling, from which it results that at least half the crop 
was below the grade of middling. The 1920 crop, exclusive 
of linters, was 13,271,000 bales, Census Bureau figures. If 
we assume only 6,000,000 bales to have been below the 
grade of middling, a ridiculously low estimate, then at the 
average increase as compared to 1913 in discounts on low- 
grade cotton the additional loss imposed on the farmer in 
1920 was $120,000,000. We have seen that in 1920 these 
lower grades not only sold that much lower comparatively 
speaking, but that the actual price received was less than 
in 1913. The increase in price of the basis middling ¢on- 
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tract of 3 cents a pound was no recompense for that loss. 
The South simply cannot stand such economic waste for 
long. 

Spinning Value of Low Grades.—Leaving aside entirely 
the question of the supply, a question which need not eon- 
cern us right here, let us see just what is the actual waste 
in spinning cotton of different grades. Mr. George Neville 
testified before the Committee on Agriculture of the House 
in 1910? that he had secured figures from an actual test 
made under his suggestion in a New England mill, and 
that he had also secured figures from a German mill. The 
results follow: 


Grapes Usep New York Cotton ExcHancre STANDARDS 
New England Mill Actual Service 


New England Mill German 


Actual Service, Figures, 

per cent per cent 
Good Middling waster from bales......... 9:65) Hee 10.00 
LOCA rs ee ee LLCO pit intone 12.00 
PRU LACAN reas or fel a0 po a co one 415 om Tid SDB erotaecien. 16.00 
MDOUBOENEALN ene e', 2 20 eas sa she fp oes TO Yas restive Seay 24.00 


The Bureau of Markets later tried similar tests and is- 
sued Bulletin 591, December 26, 1917, on the results. On 
page four of that bulletin are the following percentages of 
waste: 


Eastern Western 
Stock, Stock, 
per cent per cent 
UGE MIGGUNE es cc ring saan cee shy ate sett eas erat bion 9.35 
nee ee eee ese oto ae ks Be eee s LONGO ears 11.47 
GOW BN LICG LIN Peers ches ails spe Aeadins Saas 2. 2B area 13.37 
Me OOMMOLOANAY Vitter eo) ctcte 5s etva: «is o> «aici, ale nie UD O40, ciate ahs 16.89 


The figures are the total waste, both visible and invisible. 
The details both at the pickers and cards are given in sep- 
arate tables. 

In the same bulletin are given the results of tests of the 
tensile strength of ‘‘22 yarns’’ made from different grades 


2 Hearings 2nd Session 61st Congress, Vol. II, page 317. 
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of upland cotton. On page 18 it is stated, “‘These tests 
show that 100 pounds of raw cotton, net weight of each of 
the different grades will produce the following pounds of 
yarn, not including the small loss which occurs in those 
processes subsequent to the cards: good middling, 90.95; 
middling, 88.93; low middling, 87.2, and good ordinary, 
83.73 pounds.’’ It must be remembered that there is an 
additional labor cost to be figured in addition to the waste, 
for in handling these lower grades the work is dusty and 
dirty. Moreover, many stoppages are required to pick up 
broken thread. 

Comparison with Present Discounts.—A comparison of 
these spinning figures will show that whatever reasonable 
allowance is made for additional labor, the farmer has been 
receiving nothing like value for his low-grade cotton. It 
must be recalled that these waste percentages are from a 
500-pound bale, while the discounts are from grade. In 
other words, you cannot take the differences between mid- 
dling and good ordinary and compare them with the per- 
centage of waste without the necessary adjustment. In 
any event, the 1920 discounts are seen to be ridiculous. 

Correction of Evil.—It is probable the spinning differ- 
ences would materially assist in correcting this injustice, 
but they are not likely for some time to come, so we must 
adopt a more practical solution. The Bureau of Markets, 
in the same bulletin, realizes the wrong, but simply pro- 
poses the same old remedy, namely, a further advance in 
premiums for high grades. In the first place, we have seen . 
that in actual amount of cotton handled by the producer 
this remedy is of doubtful benefit. In the second place, we 
may be forced to very high prices by the weevil curtailing 
the yield, and we have seen that those prices are dangerous 
as inviting foreign competition. Consequently, it is best to 
avoid further increase in premiums. On the other hand, 
if we can raise the market value of the low grades some- 
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where near their spinning value, we shall have increased 
the return to the farmer by several hundred million dollars. 
It took nearly fifteen years of vilification and education to 
convince every one from the farmer himself to the labor 
union that there was something inherently bad and worth- 
less about cotton below the grade of middling. We must 
now reverse the process and convince every one that the 
value is in that cotton to the spinner and that the farmer 
should receive more of that value than he now does. It 
will take time and effort and energy to undo the evil done 
in a mistaken desire to help the farmer. Still the effort is 
well worth while and must be undertaken because the 
present loss cannot be endured. There are already signs 
of a reversal in feeling South, and as the 1922 crop prom- 
ises to be high in grade it is quite possible the discounts 
and premiums may come back still further towards normal. 
It must be impossible for mistaken public sentiment once 
again to force them so far out that on one-half his crop 
the farmer can receive less actual money at 16 cents than 
he used to receive at 13 cents. 

Merchants and Basis Risk.—It will be objected that 
after a long and tiresome analysis of basis and efforts to 
regulate basis we have succeeded in suggesting a remedy 
for some of the farmers’ troubles but none for the mer- 
chant. That is, of course, true, since, even were spinning 
differences to be adopted, our thought was that the basis 
risk would remain and would be modified only by the fact 
that open trading and lack of artificial regulation would 
tend to curtail the danger. However, it is impossible to 
trade in even running cotton based on futures and not have 
the two widen out and come together with the varying con- 
ditions of the market. The merchant must realize that the 
basis risk he will always have to encounter, and must ad- 
just his plans accordingly. 

After all, there is some good in almost all evil, and there 
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is actual good in basis. The pride of the cotton trade is 
that in an open market, without fear or favor, it has so 
developed the business sagacity and initiative of the inde- 
pendent merchant that the crop is marketed at a moderate 
cost and without the assistance of any large corporation. 
No ‘‘trust’’ dominates the American cotton trade. Any 
man with sufficient ability can do his part in marketing, 
and the competition of keen merchants has held the middle- 
man’s profits down toa point where he is a benefit to the 
community without undue cost. The basis risk is largely 
responsible for this happy condition of affairs. Without 
_ basis, shipping cotton would become a mere mathematical 
formula worked out between each grade and the future 
contract, the incentive for individual initiative would be 
lost, the large firm would gradually absorb the smaller, and 
at last we should be in some such position as exists in other 
commodities, as, for example, tobacco. 


CHAPTER XXXI 
SELECTING THE MARKET AND PLACING THE HEDGE 


Placing the Hedge.—There are three great future mar- 
kets in which hedges may be placed, New York, New Or- 
leans, and Liverpool, and the question frequently arises as 
to which market it is best to use. Of course, American 
houses will naturally make most use of the American mar- 
kets, and English firms of the English market, and equally, 
of course, the proximity, or rather the telegraph service, 
will determine American houses whether to use New Or- 
leans or New York. So far the question will appear sim- 
ple, but, as a matter of fact, all firms make use of all three 
markets according as the opportunities for placing hedges 
appear most favorable to them. This leads us to a consid- 
eration of the relations between the different markets. 

Normal Relations.—It is often said that the actual cost 
of taking up cotton in one market and delivering it in an- 
other should determine the question of the price in each. 
In other words, if it takes $5 a bale to buy cotton in New 
York, ship it to Liverpool and re-deliver, then the Liver- 
pool market should always sell 100 American points, or 50 
Liverpool points higher than New York in order’ to be on 
a ‘‘parity.’’ Such a method of figuring is sometimes called 
a ‘“‘shipping parity.’’ Of course, under this method of 
ealculation New York should sell higher than New Orleans, 
and Liverpool higher than New York. As a matter of fact 
the quotations are usually higher in the more distant mar- 
kets, but they are by no means always at the shipping 
parity. 

375 


376 COTTON AND THE COTTON MARKET 


Variation in Contracts.—In the first place, the contract 
varies a little in each of the three, and the value of each 
contract is altered thereby. Of course, where the differ- 
ence in the contract is fixed by the rules, the relation be- 
tween the markets automatically takes up the difference in 
value, and the prices are not constantly changed thereby. 
On the other hand, where the variation in the terms has to 
do with the methods of grade differences, then the relations 
between the markets are constantly altered. Thus, if the 
average differences in New York give the value of low mid- 
dling to-day as 200 off, and the commercial differences in 
New Orleans are the same, the value of the New York and 
New Orleans contract is the same. To-morrow the average 
difference is 250 off in New York, but the commercial dif- 
ference in New Orleans is still 200 off. Then the relation 
between New York*and New Orleans is immediately af- 
fected, and the markets proceed to take up the slack. The 
matter is still further complicated as between the Ameri- 
can markets and Liverpool by the fact that the standards 
of grade used in the English market are not the same as in 
New York and New Orleans. 

Variation in Shipping Costs New York and Liver- 
pool.—As between New York and Liverpool, the cost of 
shipping cotton across the ocean is constantly changing and 
thus altering the normal relation between the two markets. 
The transatlantic freight rate is not fixed by a Government 
commission, but is made in the open market by the demand 
and supply of ocean tonnage. The larger lines may have an 
agreement as to rates, but any such agreement amounts to 
but little as against competition from the large number of 
ocean ‘‘tramps’’ which go into whatever trade promises 
the best returns. 

Sterling Exchange.—Prior to 1914 the fluctuations in the 
value of the pound sterling were of some minor importance 
on the parity between New York and Liverpool, but since 


PLACING THE HEDGE 377 


the war these fluctuations are perhaps the most important 
of all the influences on market relations. If the value of 
the pound is to change constantly, then the amount of cot- 
ton which ean be bought for a pound sterling in Liverpool, 
as compared with the dollar price in New York, is going 
to change just as constantly. That variation cannot be 
taken up by an alteration in the amount of cotton to be 
delivered on a future contract, because, according to the 
terms of future contracts, the number of pounds of cotton 
deliverable on the contract is fixed. Thus the changes in 
the value of the pound sterling are taken up by the changes 
in the relative price of the Liverpool contract. If English 
money will not buy as much cotton as in normal times, then 
the price of the Liverpool contract is going to widen out 
over New York. 

Minor Changes in Costs—Minor fluctuations in the par- 
ity may be caused by changes in the cost of handling cotton 
in either market. For example, an increase in the wages 
of dock labor in Liverpool will add to the cost of shipping 
and so widen out the difference between the markets. 

New York and New Orleans.—As between New York 
and New Orleans the costs of shipping are much less fluid 
because the freight rates are fixed and can only be altered 
by due notice in advance. Moreover, there is no exchange 
problem because both markets trade in dollar values. Aside 
from purely speculative considerations, the great influence 
on the parity between New York and New Orleans is a 
variation in the differences on and off middling for cotton 
deliverable upon contract. 

Speculative Considerations ; Forecasts.—It must be re- 
membered that there is active, open trading in all three 
markets, and that as a result the prices do not usually wait 
upon actual events. The speculator and the merchant are 
both attempting to forecast the future by their transac- 
tions, and both in the aggregate of their dealings come very 
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olose to correctly judging probable happenings. A general 
expectation of an advance in freight rates as between New 
York and Liverpool, an expectation due possibly to the 
knowledge that ocean tonnage is being diverted to South 
American trade, such a thought will cause merchants to 
buy in Liverpool, so that the parity between the markets 
widens. When the anticipated advance in rates does take 
place, it is found to be ‘‘discounted’’ already in the price. 
No sooner is the parity between the markets well estab- 
lished on this new basis, than the trade begin to talk about 
the probability that tonnage will return to the transatlantic 
trade at the higher rates. Before long ships do reappear 
and a greater amount of tonnage is available for cotton. In 
the meantime the merchants are discussing whether or not 
this additional tonnage will not force a lowering of freight 
rates, and whether when buying it would not be better to 
put the orders in the New York market. Once more the 
parity begins to anticipate the lowered shipping costs, 
Liverpool comes down closer to New York, and when the 
reduction in freights does take place, it is in turn largely 
‘*discounted.’’ Open markets are influenced by past events 
in the sense that they have created present conditions. 
Thus the weather in the summer was unfavorable and made 
the short crop which is now the underlying factor in a 
strong market. But it is the future the merchant must 
watch, because it is the anticipation of future events and 
the probability of future conditions which most sway prices. 
In no department of trading is this more true than in the 
parity between markets. 

Other Speculative Forces.—There are certain underly- 
ing conditions which much influence the point of view in 
the different markets, and so have a really marked effect 
upon the parity. Liverpool is a consuming market, that is, 
the cotton imported into Liverpool must be sold the Man- 
chester spinner. The Liverpool merchant cannot do a 
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profitable business unless Manchester is both busy and 
prosperous. Consequently, the Englishman is naturally 
prone to take an optimistic view as to the supply and a 
pessimistic view as to the probable demand. Conversely, 
the American markets are sellers’ markets, that is to say, 
they have the cotton for sale, they are more prosperous 
on the whole when the South gets a good price, and they 
are consequently much more sensitive to the supply side 
of the problem than they are to the demand. Liverpool 
will be more strongly influenced by a rise in the price of 
silver as affecting Manchester’s trade. New York will be 
more influenced by reports of a severe frost as cutting 
down the crop and thus making a higher price necessary 
if the farmer is to be prosperous. Thus, normally, in a 
short crop year you may expect to find New York advane- 
ing more rapidly than Liverpool where the merchants are 
loath to acknowledge Manchester must pay a higher price 
for her raw material. In fact, in active bull markets due 
to a shortage in supply, New York will get up very close to 
Liverpool. In the ‘‘Sully Year,’’ 1903-1904, New York 
sold practically even with Liverpool, all consideration of 
the cost to ship having been forgotten in the excitement of 
the moment. Similarly, in the ‘‘First Scales Year,’’ 1909- 
1910, under the same sort of conditions, New York ad- 
vanced very close to Liverpool. In both instances the 
steady stream of short hedges being transferred from Liver- 
pool to the higher American market eventually checked the 
rise, and then brought about a very sharp readjustment 
between the markets by a period of heavy liquidation on 
the American Exchanges. 

Speculative Factors in New York and New Orleans.— 
Much the same sort of influence exists as between New York 
and New Orleans, although the reasons are different. The 
principal speculative factor here is the amount of cotton 
available for delivery on future contracts in one market 
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or the other. Prior to 1914 the New Orleans grade differ- 
ences regularly advanced so much on the high grades and 
widened so much on the low that practically no cotton 
could be delivered on New Orleans contracts in the spring 
of the year. There used to be a regular premium on all 
nearby deliveries in New Orleans after January, and no one 
would sell New Orleans and buy New York for that reason. 
As a result New Orleans frequently sold higher than New 
York in the spring months. Since 1914 and the average 
system of differences the matter has turned completely 
around. We have had a series of ‘‘squeezes’’ in New York 
and the near deliveries have often sold at outrageous pre- 
miums over the later months. There have been exceptions, 
however, when there was no market for cotton in volume 
unless it was delivered on contract. The knowledge of 
shipments for delivery, or the knowledge of a stock of a 
cotton in New York ready for delivery, or the anticipation 
of such events, will have a considerable influence on the 
New York-New Orleans parity. 

Straddling.—In all organized markets, whether for com- 
modities or securities, there has always been trading be- 
tween one market and another. The terms used to denote 
such trading vary considerably with the different eommodi- 
ties. In the securities’ markets such trading is called 
“‘arbitraging.’’ In grain it is called ‘‘spreading,’’ and the 
transactions themselves are called ‘‘spreads.’’ In cotton 
the term ‘‘straddling’’ is used and the trades themselves 
are called ‘‘straddles,’’ or sometimes ‘‘swaps,’’ although 
this word is used more for trading between different de- 
liveries in the same market. A straddle is a transaction 
open between markets, as, for example, a man who is long 
1,000 March in Liverpool and short a 1,000 March in New 
York is said to have a ‘‘March straddle’’ between New 
York and Liverpool. It is also customary to speak of the 
“‘Liverpool-New York differences’’ instead of using the 
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word parity, and care must be taken not to confuse this use 
of the word with the grade differences for delivery on con- 
tract. Straddling is a difficult and delicate operation re- 
quiring skill and practice, so that the rank and file look on 
it with suspicion. A friend of mine once voiced the popu- 
lar feeling when he said that a man who was straddling 
New York and Liverpool ‘‘had one leg in New York and 
one in Liverpool, and so was astride the Atlantic ocean 
into which he usually fell.’’ 

Figuring Parities——The parity between New York and 
Liverpool is figured in American points, taking two Amer- 
ican to equal one English point, as explained in a preced- 
ing chapter. Thus, if March Liverpool is 12.20d. and 
March New York is 21.40, we take 21.40 from 24.40 and the 
Liverpool-New York difference is figured to be 300 points. 
We have seen that Liverpool closes at 4 P. M., which is 11 
A. M. in New York. After the close in Liverpool, the New 
York market is open and fluctuates back and forth until it 
closes at 3. The closing ‘‘bid’’ prices are compared with 
the 11 A. M. bids and in this way it is figured how Liver- 
pool should open in the morning to maintain the same 
parity with New York. Thus if March New York is 21.25 
at 11 o’clock and the closing bid is 21.45, then Liverpool 
is ‘‘due’’ 20 American or 10 English points higher in the 
morning. Liverpool opens some four hours in advance of 
the New York market, and in its turn the English market 
will fluctuate back and forth prior to the beginning of 
trading in New York. Possibly at 2 P. M. Liverpool March 
is 12.50, when it was due only 12.30 to equal New York’s 
close. It is then said that ‘‘Liverpool at 2 P. M. is 20 
points (English) better than due.’’ To equal such an ad- 
vance the New York market should open at an advance of 
40 (American) points over the closing price of the pre- 
ceding day. Whether the New York market will do so or 
not depends a good deal upon the conditions. The arbi- 


382 COTTON AND THE COTTON MARKET 


trage traders are always on the alert for changes in either 
market and their operations may prove of importance. 
For example, if the advance in Liverpool is due to an al- 
teration of the exchange rate for sterling, or to higher 
freight, or to some other factor affecting the parity alone, 
then New York will probably not follow Liverpool. On the 
other hand, if the advance abroad is due to an improved 
demand from India or to some other factor likely to influ- 
ence either the demand or supply of cotton throughout the 
world, then New York will follow the advance and may 
even exceed it. 

Method of Figuring Relation Between New York and 
Liverpool.—It will be of interest to see just how the parity 
between the American and English markets is worked out. 
The table below was made up last June by our Liverpool 
house and sent to New York in connection with a letter dis- 
cussing the relations between the markets. It seemed more 
interesting to adopt the table on the following page than 
to make up one on the present markets. 

Actual Execution of Straddle Orders.—The actual exe- 
cution of orders between the markets is no easy matter. It 
is difficult enough to buy one month and sell another in the 
same market at a specified difference, but to do so between 
New York and Liverpool with the added danger of cable 
delays is even more trying. Many brokers will refuse to 
be bound by an absolute limited difference, unless it be un- 
derstood that the specified parity be more than apparent 
in the quotations. For example, take an order to buy 
March Liverpool at 350 over New York. The quotations 
show March New York at 21 cents and March Liverpool to 
be 12.25d., which is the exact 350 points. Yet if you try 
the straddle, you can easily find that having bought in 
Liverpool at 12.25, you can sell in New York at only 20.95, 
so that you have put through the order at 355 points and | 
not 350, and are out 5 points, or $25 a contract. A leeway 
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is usually granted on such orders, which read ‘‘about 350 
points’’ instead of the exact amount. 


Cost to ship Middling New York at 20 cents and deliver in Liver- 
pool, basis Fully Middling, including 35/100 shipping charges, 25 
cents freight, 1 per cent and 10 per cent insurance, 6 per cent tare, 
28/100 Liverpool charges and 15/100 for Fully Middling. 

Exchange at $4.45 
20.00 Middling New York 
.35 New York charges 


20.35 F. O. B. steamer 
.25 freight 
.23 insurance, 1 per cent and 10 per cent 
1.23 tare 


22.08 ; 
240 (240 pence to the pound sterling) 


88320 
4416 


445) 529920(11.91 pence with Exchange at 4.45 
445 .28 Liverpool charges 
— .15 Fully Middling 


$49 —— 

445 12.34 

4042 

4005 12.34 = 24.68 

— 20.00 
370 a= 
: 4.68 


Cost to take up and ship is then 468 points. 
Actual difference day table was made up about 365 points. 


Special Orders.—Competition for business is always 
keen and brokers will undertake orders they know to be a 
serious risk for the sake of obtaining or holding a good 
account. In that case, or in case a merchant wishes to put 
through a straddle for his own account, there are various 
methods adopted. One is to use a special kind of order, 
reading ‘‘Buy 500 March 21.05 quick,’’ or ‘Buy five March 
at 21.05 Cancel.’’ These ‘‘quick’’ or ‘‘cancel’’ orders are 
to be executed instantaneously or not at all. Thus, if a 
broker in New York receives such an order he steps at once 
to the ring and bids three times and then reports the re- 
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sults, thus ‘‘Bought one March 05, all could. March 07 
bid,’’ or ‘‘Sorry March 06 bid Nothing done.’’ These or- 
ders are in constant use between New York and New Or- 
leans and are frequently used between New York and 
Liverpool. The risk is greater in the latter instance be- 
cause the cable service is not quite so rapid as the wire 
from New York to New Orleans. The idea of the order is 
to enable the broker in the one market to obtain cotton in 
the other so quickly-that he can take advantage of some 
momentary flurry caused in his own market by a large or- 
der or a number of small orders arriving suddenly to- 
gether. It may be imagined that with the necessity for 
such rapid service the cotton trade felt the war-time signs 
“‘Twenty mis. delay to Liverpool,’’ very keenly. 

Taking a View of the Market.—Another method which 
is essentially speculative is to ‘‘take a view’’ of the market 
and trade in one market ahead of the other. The brokers 
eall it ‘‘lifting one end,’’ a truly descriptive phrase. In 
times of excitement we have seen that New York will rush 
up close to Liverpool, and then, when the inevitable ‘‘re- 
action’’ comes, the New York price will decline more rap- 
idly. Such times are excellent for putting through strad- 
dles. I recall that we had an order on such an occasion to 
sell Liverpool and buy New York at one of those teasing 
differences just about on the market and yet impossible to 
catch. One afternoon New York was very weak, and next 
morning the cables were some 15 points better than due. 
It seemed fairly certain New York would refuse to follow 
the English market, as there were still selling orders about. 
We sold several thousand bales in Liverpool before New 
York opened and took a chance that our view of the situa- 
tion was correct. New York did open down, instead of 
up, and we bought the New York end without trouble, thus 


putting through the order at a better difference than our 
limit. 
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Merchants and Straddles.—The incident illustrates the 
way in which a merchant having hedges to place can benefit 
himself by careful selection of a market. On that same 
morning we had selling orders from people in the South 
hedging cotton. They could have saved over a dollar a 
bale beyond commissions by placing those sales in Liverpool 
before New York opened, and some days later, when the 
differences were again normal, buying in the Liverpool con- 
tracts and reselling New York. A merchant ean in this 
manner reduce his basis risk by giving himself so much 
additional margin on which to trade. If his basis is to buy 
at 20 on in the South, then if he has a profit of 20 points 
by thus placing and then replacing his hedges, it is obvious 
his buying basis ean go up to 40 points before he has a loss. 

Opportunities.—Such opportunities come at some time 
every season, and the merchant should make a careful 
study of arbitrage business, with the idea that he will al- 
ways have at least a part of his selling hedges in the high- 
est market and a part of his buying hedges in the cheapest 
market. Some American firms have always been noted for 
this sort of trading. When, in the Sully Year, New York 
went so close to Liverpool, one southern firm for weeks put 
all its selling orders into New York and all its buying 
orders into Liverpool. They had a hard struggle, for they 
had miscalculated the strength of the bull market, but 
when the break did come they had so reduced their basis 
that they were underselling competitors the rest of the 
season. Of course, there is no royal road to success, and 
placing hedges in this manner requires thought, careful 
study, experience, and, above all, judgment. Still, it is a 
method of so handling hedges as to reduce the basis risk. 

English Merchants.—The English firms have always 
made a regular practice of thus handling their future con- 
tracts. They will go even further, for they will move their 
open hedges back and forth across the ocean any number 
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of times, always provided they can see a profit in so doing. 
The American firm dislikes to ‘‘trade with its hedges.’’ In 
the sense of a speculation with them the feeling is correct, 
but the Englishman is never ‘‘open.’’ He always has a 
cover, but he is opposed on principle to leaving that cover 
alone in one market, when he can reduce his basis by mov- 
ing it back and forth. The reason for this English atti- 
tude in the first instance is to be found in the fact that, 
being in Liverpool, he has the quotations immediately avail- 
able, whereas the American in the interior may have trouble 
getting them. Even so, the Texas exporters have come to 
adopt much of the English attitude and use New York, 
New Orleans or Liverpool unhesitatingly, as seems most 
advisable. The ordinary run of southern merchant might 
well give the matter some thought. 


CHAPTER XXXII 
SELECTION OF MONTH IN PLACING THE HEDGE 


Inactive Deliveries.—After the merchant has selected the 
market in which to place his hedges, there arises the ques- 
tion of which delivery in that market shall be chosen as the 
“hedge month.’’ This is just as important as the choice 
of the market, and indeed it may become even more impor- 
tant. Severe losses in basis are incurred frequently by 
placing long or short hedges in the wrong delivery. A 
primary rule is to avoid those deliveries which are either 
inactive or semi-active. Hedges should never be placed in 
February, April, June, or November, and the rule is almost 
as strict against hedging in August and September. The 
reason for not using these months is that trade in them is 
so inactive that it is expensive to get the hedges out and 
just as expensive to get the contracts back again. 

Other Months.—The deliveries remaining are January, 
March, May, July, October, and December. Any one of 
these months is quite active enough to be considered for 
hedging purposes. Choice between them is further re- 
stricted by the fact that the more distant deliveries are in- 
active when first they are traded in, so that for a time they 
also must be avoided. For example, if you wish to place 
hedges in the fall of the year you will hardly use October 
because it will soon be the current delivery. You can use 
either December, January, or March, as you choose, and 
there is enough trading in May to make that delivery avail- 
able also. July, however, is so distant that it is difficult to 
have orders executed properly, and so, except for some par- 


ticular purpose, you would not put hedges in July. 
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Carrying Charges.—It costs money to carry cotton, for 

you must figure on paying interest, insurance, storage, and 
loss in weight. Theoretically, when you buy a March con- 
tract your cotton will be carried for you by some one until 
March arrives. That some one expects to be reimbursed 
for his expense and his time, so that the proper relation 
between months is for the distant to carry such premium 
over the near as will cover these costs. There are varia- 
tions in the premium and it is seldom exactly accurate, but 
it should exist and it should be approximately the cost of 
carrying. 
_ Cost of Carrying.—It is possible to figure out exactly 
what it costs to carry cotton from one delivery to the next, 
and it can thus be ascertained whether or not the premium 
between months is approximately correct. The premium 
will be somewhat less over a longer period of time, because 
a long rate insurance is less than a short rate and money 
can often be borrowed at lower interest for long periods. 
Thus the cost to carry six months will be somewhat less 
than the cost to carry one month multiplied by six. As 
an illustration the cost to carry one hundred bales of 
cotton for one month in store at New York is given below. 
These figures were made up on the basis of charges pre- 
vailing in November, 1921, with cotton at 18 cents per 
pound: 


Storage one month 100 bales................. 50.00 


Loss in weight 50 pounds @ 18 eents......... 9.00 
Fire Insurance $9,000 @ 40/8................ 7.20 


Interest $9,000 one month, 6 per cent per year.. 45.00 


$112.20 


This amounts to 2214 points, so that January should sell 
at 23 points above December to cover the cost of carrying. 
December will usually not be at quite this discount, be- 
cause, unless the firm which is to carry the cotton has to 
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borrow all its money to carry, there is a banker’s profit in 
buying December and selling January at a discount of 23 
points for the December. In other words, the firm will 
make 6 per cent interest on whatever amount they them- 
selves contribute toward the cost of the hundred bales. If 
they borrow $4,500, then they will make 6 per cent on the 
balance, or the $4,500 of their own capital which they have 
invested in the transaction. 

Abnormal Discount.—Discounts which are above the 
carrying charge are brought about for various reasons. A 
very large crop will produce a surplus of cotton, which 
comes to the contract markets to be carried, forcing the 
discounts on the near months wider than would normally 
be the case. The weight of such a surplus is felt more in 
times of business depression, so that if a large crop and a 
period of poor business coincide, the amount of cotton 
pressing forward for delivery on contract will be large and 
the discounts wide. The most recent examples are 1914 
when a large crop coincided with the war panie, and 1920 
when a crop of moderately large size was raised in a year 
of world-wide commercial crisis. As a rule after such a 
year discounts continue well into the next season, as the 
stock of cotton remains in warehouse and is slowly moved 
out to the spinner. 

Undesirable Cotton.—We have seen that one of the 
proper functions of a future market is to receive and carry 
cotton not immediately desired by the spinner. At no time 
is this function more important than at a time of trade 
depression coupled with a surplus of cotton. The cotton 
is taken from the shoulders of the merchant or planter in 
the South, leaving him free to carry for its full value the 
cotton he can more readily sell to the spinner. Thus 
his cash resources are increased and the strain is re- 
lieved. A most serious objection to the present system of 
fixing grade differences is that the risk attendant upon 
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constant revisions makes the merchant loath to take up 
eotton and carry it for a mere bankers’ commission lest the 
small profit be entirely lost and more by a change in the 
value while he is carrying the cotton. The result is that, 
at the very time when it should be made as attractive as 
possible to take up and carry cotton, the discounts have to 
widen out abnormally before the merchant will assume the 
risk. 

Tendency to Narrow Discounts.—Aside from the mat- 
ter of grade revisions, however, the natural tendency is for 
an abnormal discount to come back more or less rapidly to 
the carrying charge. If it costs 23 points to carry from 
December to January and the discount on December widens 
out to 30 points, there will appear a demand for December. 
That buying power will depend somewhat upon the ease 
with which money to pay for the cotton can be obtained, 
but it is sure to increase if the discount widens out, and 
eventually it will restore the normal carrying charge. 

Long Hedges and Current Deliveries—As a matter of 
practical business it is foolish for the merchant, having 
sold spots ahead and desiring protection, to buy his hedges 
in October contracts at even with or above the price of 
December. He should stop and reflect carefully before he 
buys the near position above the more distant. On sizing 
up the situation, he may decide that business is falling off, 
the crop is likely to be large, and there will be a surplus 
of cotton for sale. In that case if he buys October even 
with December he is in for a certain loss of 40 points, or 
$2 per bale, because the near position will go to a discount 
just as soon as cotton points to the contract market for 
delivery. The same consideration should be borne in mind 
in regard to a large stock of cotton in warehouse at the 
future market and which may be tendered for delivery on 
the current month. A merchant should consider these fac- 
tors before selecting his hedge month. Moreover, having 
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contracts still open in a month that is rapidly approaching 
‘first notice day,’’ the merchant must again look over the 
situation carefully. He is most unwise to simply sit still 
on his long contracts and hope his broker will not receive 
notice of delivery. There is no assurance to be had on that 
point, and if there is a large stock or a large amount of 
cotton pointed for delivery, it is almost certain he will 
receive the notice. Then the merchant has the very un- 
pleasant alternative of paying for cotton he does not im- 
mediately require, or else selling out his near month and 
buying a distant in competition with all those who have 
lingered like himself. The result is always an unsatisfac- 
tory transfer at a wide discount. . 

Abnormal Premiums.—It is quite possible that instead 
of selling at a normal discount to cover carrying charges 
the near position is at a premium, a condition much more 
annoying and even dangerous. Premiums will appear for 
various reasons. The crop may have been a very short one, 
so that the amount of cotton available for consumption is 
barely sufficient to meet the needs of the trade. In that 
case, the most essential will come first, and the least essen- 
tial last. It is more important that the world should have 
cotton goods than that the cotton contract markets should 
have a stock of cotton in warehouse. The amount coming 
forward for delivery is almost nil at such a time, and, 
moreover, the stock carried in store begins to move out to 
the mills. It was for this need that it was being carried, 
and now the spinners want the cotton, and away goes the 
stock. This is a most natural course of events and to be 
expected, but the future markets are left without a stock 
at a time when the general scarcity of cotton is forcing 
prices to high levels amidst great activity. The near months 
go to a sharp premium as the merchants bid for the con- 
tracts in the hope of obtaining delivery of the remaining 
stock in order to sell it on to the mills. 
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Corners.—Strictly speaking, a corner never does actually 
exist in a commodity market, but the resemblance to a 
‘‘eorner’’ in securities is so close that the use of the term 
may be permitted. A stock is said to be cornered when 
one man or firm or interest owns contracts to deliver to 
them more shares than actually exist. The managers of 
such an operation know exactly how many shares the com- 
pany has outstanding and, of course, they can easily figure 
when they have bought more than that number of shares. 
In that ease those who have sold the stock short must 
‘‘settle’’ with the managers of the corner because they can 
obtain stock from no one else. In a commodity market 
like cotton it is impossible for any one to say that he owns 
all the cotton in existence. No matter how short the crop 
and how tight the position, cotton will appear from remote 
farms, from mill warehouses, and from Europe to be de- 
livered on the contract which has attained such a high price. 
The word corner then, when used in a commodity market, 
merely means a position so tight that it is impossible to 
buy contracts except at a very high figure. If there is time, 
cotton can be bought and delivered. If this is not the 
case, if the short has slept until so late in the month that he 
cannot get cotton to New York to deliver, then of course 
he is in much the same position as the security short. 
There is, however, this notable exception, that cotton is sure 
to be attracted for delivery, and that the contracts for sale 
against that cotton will afford a supply outside of the pool 
running the corner. There is, then, no such thing as a 
‘“tight’’ corner in cotton. 

Recent Corners.—During the past twenty years there 
have been two corners in the cotton market, or rather, to 
put it more correctly, there has been one corner and an- 
other series of corners. The single corner was a deal run 
by Fernie, Wilson and Co. in the year 1900 in January de- 
livery. This was supposed to be a success and, indeed, 
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January did go to a terrific premium for those days in the 
last few trading sessions. A very severe spell of winter 
weather then set in and ruined the deal, so far as Fernie, 
Wilson and Co. were concerned, for they had great diffi- 
culty in moving the cotton out of New York. In 1910 a 
series of corners existed in May, July, and August con- 
tracts. This deal was run by two well-known New Orleans 
operators, Brown and Hayne, a well-known Texas man, 
E. G. Seales, and a well-known Chicago grain man by the 
name of Patten. The latter is supposed to have withdrawn 
from the operation after the Department of Justice began 
its investigation. During the final corner, August, 1910, 
the price of August contracts in New York touched 20 
cents, a price unheard of since the Civil War. There were 
delivered to this pool 335,500 bales in May, 219,400 bales 
in July, and 113,100 bales in August. Some southern mills 
were interested in the deal, but the bulk of the cotton had 
to be sold out of stock in New York at a ruinous discount. 
It speaks well for the ability and courage of the managers 
of the operation that they were enabled to carry it through. 

Difficulties with Corners.—The great trouble with a cor- 
ner from the standpoint of the manager is to get rid of the 
cotton he must accept on delivery. He must keep on buy- 
ing because, as the price advances and cotton comes to be 
delivered, contracts are offered for sale against it, which 
he must take or else allow the short interest to escape in 
this way. The result is that his average price is continually 
being raised and also he is continually having to pay cash 
for more and more cotton. That cotton he must resell, and 
as the corner price is purely artificial, he can only resell 
the cotton at a sharp discount. The usual result is that 
the net loss on the spot cotton has more than equaled the 
profit acquired by the sale of contracts to belated shorts. 
It is said that the late P. D. Armour was once told that 
there was a large speculative short interest in December 
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pork and was asked why he did not ‘‘corner’’ that delivery. 
He is said to have replied, ‘‘To commit murder is very 
simple, the trouble is to bury the corpse.’’ The latter 
phrase is so appropriate to the difficulties of a commodity 
corner that it has been universally adopted and to-day you 
will hear it said that a cotton corner does not pay because 
it costs too much to ‘‘bury the corpse.”’ 

Illustration of Loss—An amusing illustration of the 
sort of difficulty with which the manager of corner must 
contend may be found in the following anecdote. During 
the last days of August 1910 a large New York merchant 
was playing golf with a large New England manufacturer 
when the latter remarked that he had 500 bales of cotton 
in his warehouse he did not have to spin until September, 
and that, if he had realized August would go to such an 
enormous premium he might have done something with 
that cotton. The merchant suggested there was still time 
to try, but the spinner said he absolutely had to have that 
cotton. by the fifteenth of September and dared not attempt 
such a thing, supposing he could get the bales to New York 
in time to deliver, which he could not. The merchant said 
he would guarantee both ends of the dilemma, the cotton 
was loaded into express cars and sent over to New York 
that night as a second section of the regular New York 
midnight express from Boston. The cars were transferred 
at Harlem River to lighters, taken down the East River to 
the warehouse, the bales inspected for delivery and the 
August contracts sold against them at 19.75. The cotton 
was delivered on the sale and the merchant handling the 
transaction then inquired of the house to whom he was 
delivering, if they had any cotton of that grade for sale as 
he had a mill desirous of buying some. The upshot of the 
matter was that he bought back the same five hundred bales 
at 15.50, shipped it back to the mill from which it had come, 
and from which it had been absent for less than ten days. 


“HEDGING; SELECTION OF MONTH” = 395 


This represented a loss to the managers of the corner of 425 
points or $21.25 a bale on that five hundred bales. The 
mill made that much, less shipping costs and commission. 
The incident will show why it is expensive to ‘‘bury the 
corpse’’ in a commodity corner. 

Sherman Anti-Trust Act——In 1910 the Department of 
Justice investigated the cotton corner and the principals 
were indicted under the Sherman Act for a conspiracy. It 
was proved that they had an agreement between them- 
selves, certain cotton mills and other associates to run the 
corner and further that they had mutually agreed to sell 
no cotton except on the understanding that it should not 
be resold in the New York, New Orleans or Liverpool future 
markets. The Government claimed this agreement was a 
conspiracy in restraint of trade under the statute, and the 
Federal Grand Jury in the southern district of New York 
indicted them all. The case never came to trial, as the 
defendants pleaded non vult and were fined. A clear-cut 
decision on the law in reference to commodity corners was 
thus not secured. However, taken with the losses always 
experienced in a corner, these proceedings have so far 
proved sufficient to prevent another cotton corner up to 
date. 

Exchange Legislation.—There has always been discus- 
sion as to whether or not the exchanges should have rules 
to prevent corners. The difficulty is that, up to a certain 
point, it is for the interests of the trade that the short 
should be compelled to meet his contract obligations. Other- 
wise there would always be a suspicion as to the validity of 
the future contract. It is true that when you come to a 
situation like that of August 1910, it would be an advantage 
to have the corner broken. The difficulty is to draw a rule 
which will not be abused by either side of the market. 
Such a rule is more or less impossible to find and with the 
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adoption of the new clearing house, the high margins were 
thought to have solved the difficulty. 

Squeeze.—While we have never had a corner since 1910, 
we have had in recent years a succession of annoying 
premiums on the near deliveries. The trade call these 
minor corners a ‘‘squeeze.’? Such an operation differs 
from a corner in that the managers will always supply 
whatever contracts are wanted, but at a price. They 
select a certain difference, say 200 points premium, and at 
that figure they will supply all the near month contracts 
desired. The price is usually, but not always, a figure 
which will make the shipment of cotton for delivery 
difficult and expensive. The pool sells out to the short 
interest at a profit but at a price which will not attract 
much cotton for delivery. 

Use of the Squeeze.—Sometimes the squeeze is run by 
a large firm with a considerable stock of cotton South 
which is hedged with contracts sold for more distant de- 
livery in New York. They wish a larger stock of cotton in 
New York as a protection against these short hedges. So 
they begin to buy the near delivery until they have run it 
up to a price at which cotton begins to move up for de- 
livery. They will have to take up the cotton, pay for it 
and carry it forward at a discount, but they figure that 
there is enough short interest to enable them to sell out 
sufficient contracts at a premium, so that they will incur no 
loss on the transaction. Even if they do not quite come 
out even, still they have a stock of cotton sufficient to pre- 
vent a squeeze on their own short hedges and they have not 
been at the expense of bringing the cotton to New York 
themselves. 

Low Middling Clause.—It may be imagined that at best 
a squeeze is an infernal nuisance to the trade and at its 
worst, a positive menace. There has been as much com- 
plaint in recent years in reference to premiums on the near 
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position as there used to be about discounts. Some pro- 
visions of the Cotton Futures Act have increased the 
danger of a squeeze. The low middling clause has made it 
more difficult to ship cotton for delivery, and the five day 
notice clause has increased the disadvantage of the shipper, 
because he must get his cotton to the future market well 
toward the first part of the month to be sure of a delivery. 
The Low Middling Clause is the worst of the two. Not 
only are strict good ordinary and good ordinary no longer 
available for contract delivery but the danger of rejection 
has been very much increased. There never was much 
cotton in these two grades delivered on contract but the 
merchant found the safety zone provided by them of great 
value. If his cotton were not classed as low middling, 
nevertheless it could still be delivered in the next lower 
grade. Now a doubtful bale may be rejected and it is 
difficult and expensive to sell rejections out of New York. 

Clearing-House Regulations.—After the new clearing 
house came into existence an opportunity was afforded to 
regulate premiums on the near deliveries. It is provided 
that an original margin of twenty-five dollars per bale may 
be required on contracts in the near position and it is 
further provided that a margin may be required equal to 
the premium over the next month. This makes such a deal 
expensive, and while it has not prevented a squeeze, it is 
thought to have been a sufficient deterrent to prevent 
corners. 

Southern Warehouse Deliveries.—It has been proposed 
that deliveries should be permitted on future contracts in 
‘other markets than the one in which the future market is 
located. There are very serious objections to such a scheme 
not the least of which is the danger of more manipulation 
by the certification of cotton in a market where delivery 
at the moment is not desired. For example, there might 
be a longshoreman’s strike in Savannah whereupon all the 
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Savannah cotton would be delivered on contract at a time 
when no one could ship it. The discount resulting from 
such a situation may be imagined. 

Solution.—The real solution of the trouble is to be found 
in the production of a surplus of cotton sufficient to leave 
a permanent stock in warehouse to be slowly moved out to 
the spinner. In 1921 the production was small but trade 
was poor and a stock of cotton was carried in New York 
most of the season so that premiums did not generally 
exist. The Low Middling Clause should be repealed. It is 
a costly folly for the farmer and a menace to the merchant. 
Finally, the five day notice might be changed back to 
three, with the old time provisions for deliveries on the 
last two days of the month. The five day notice has not 
accomplished a thing except to assist in making squeezes 
easy to operate. 

Short Hedges.—It can be seen that a merchant who is 
careless with his short hedges, may get into trouble on 
basis with stock as well as with forward sales. If he buys 
cotton in the South to sell at 50 on May New York, and 
then there is a squeeze in May, it will easily be possible 
that the price of May contracts will get so far out of line 
that the best he can do is to get even for his spots. That 
means a loss of 50 points on basis. It behooves the mer- 
chant with short hedges, then, to watch conditions closely 
and move out of the near position at the slightest indication 
of trouble. It is not possible to lay down rules on such a 
matter, but we might suggest that a watch be kept both on 
the stock of certificated cotton available for contract de. 
livery and also on the amount of cotton headed to the mar- 
ket for delivery. His broker will probably advise him if 
he notes ‘‘accumulation’’ of contracts in the month he has 
been using for short hedges. It is sometimes as well to 
give some consideration to such advice. One rule we can 
positively lay down as a law to which there is no exception. 
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A merchant should never stay short the current delivery 
after first notice day, unless, either he has the cotton ready 
for delivery, or unless he has the cotton en route to be 
delivered. If he violates that rule for any reason whatever 
he runs the risk of condign punishment. 

Between Crops.—The last active month of the ‘‘old 
crop’’ is July, and the first active month of the ‘‘new 
erop’’ is October. A merchant carrying a stock over from 
one crop to the other and desirous of a hedge is often in a 
serious quandary as to how to manage, the more especially 
as the discount from July to October may be very con- 
siderable. July is the ‘‘last getting off place’ for old crop 
cotton, and the loss between crops may be no idle jest. 
As a rule it is best to get over into the new as early as 
possible since if there is any shortage in the actual supply 
at a time when crop prospects are favorable, it may be 
difficult later on to buy July and sell October to advantage. 
This is especially the case if there be any reason to suspect 
a squeeze in July. In the case of a good sized stock and 
the prospect of a shorter crop the coming year it may be 
possible to sell the spots to advantage and get over that 
way. In any event, the sooner the hedges are over in 
what is bound to be their eventual home the better. Pro- 
crastination when things are going wrong is a fatal mistake. 

Summary.—We have given an outline of the more usual 
problems which confront a merchant in the selection of the 
delivery month in which to place his hedges, and the more 
usual methods applied to their solution. There are other 
minor problems of the same nature coming up from time 
to time. The successful merchant spends much time and 
thought on his -hedges while his less successful competitor 
dismisses them with but scant attention. It is possible to 
reduce basis risk and to obtain better results by paying 
careful attention not only to the market in which to place’ 
hedges but also to the contract delivery selected for hedg- 
ing in that market. 


CHAPTER XXXIII 
WIDESPREAD USE OF FUTURE MARKET 


Preliminary Remarks.—So far we have looked at hedg- 
ing only from the point of view of the merchant engaged 
in shipping cotton from the South. We should leave a 
wrong impression did we not go further than this class in 
our investigation. All the importers in Europe use the 
future markets, placing their hedges in Liverpool or in 
this country as seems to them best. The spinners’ brokers 
use the future market constantly both for their own account 
and for that of their mill customers. These two classes are 
really of the same character as the southern shipper. We 
must now consider the producer and the spinner, both of 
whom use the future market constantly. 

Farmers and Futures.—The producer can hedge his 
crop by selling futures against it during the summer 
months, or in the early fall before he has hauled the bales 
to market. The volume of this hedge selling by the larger 
planters is considerable. In fact, I write this during the 
month of July and the daily paper states in its report on 
the cotton market: ‘‘The advance was checked by free 
selling from Texas where good weather has improved the 
outlook, so that farmers seem willing to hedge a part of 
their crop.’’ Just as there are certain principles which 
the merchant does well to observe in his hedging, so there 
are certain broad rules the producer should maintain. He 
should have some knowledge of basis, not the detailed, 
technical understanding of market and contract we have 
seen to be essential with the merchant, but such compre- 
hension of the subject as will enable him to deduce the 
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proper relation between a basis middling future contract 
and some specific grade of spot cotton. For example, if he 
sells a December contract against part of his crop, and 
then in the fall has for sale a hundred bales of average 
strict middling, he should know what price that cotton 
should bring him as compared to December futures. He 
would be foolish to sell his spots and cover his future even 
when strict middling in his territory is worth 20 ‘‘on’’ 
December. The farmer should avoid ‘‘over hedging,’’ and 
should never sell more than he has reasonable expectation 
of producing. In fact he should strive to under hedge, that 
is to say if he expects 500 bales, he would do better to sell 
only 300. With the margin of the additional 200 he is 
protected against an unexpected curtailment in his crop 
so that he is not short futures on a rising market. More- 
over, should the general crop turn out small while he is 
fortunate enough to get a crop, he can sell his other 200 
bales at a higher price in the fall. He runs the risk, of 
course, that the market may decline, as for example in 
1920, but he is usually better satisfied to be somewhat 
under hedged. On the other hand, if he is able to secure a 
highly profitable price for his cotton by hedging a portion 
of his crop in midsummer, he is foolish not to make certain 
of that profit on part of his crop. 

Small Farmers.—It is said that the small farmer is with- 
out any benefit from the system of future trading because 
he cannot afford to trade in a hundred bale contract. 
Indeed, if he is to avoid over hedging himself he must not 
trade in a 100 bales. Such critics overlook the fact that 
the merchant will always buy the few bales such a farmer 
brings to town because the future market offers him im- 
mediate protection. They also overlook the fact that such 
a farmer, if his standing be good in the community, can 
find a merchant who will buy ahead from him during the 
summer for fall delivery, combining the small lots thus y 
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bought together until he has a hundred bales which he can 
hedge. 

Odd-Lot Contract.—It has been proposed that the Ex- 
changes should make a fifty bale contract for the purpose 
of taking care of the smaller farmer. So far the Exchanges 
have refused to do so, because they have believed that the 
advantage obtained by the farmer who has already the 
indirect benefits of the future market, would not equal the 
evil done by attracting undesirable speculation. The evil 
in speculation lies largely in the attempt of ignorant and 
incompetent people to try their hand at the market. In- 
competency which is financial rather than mental is just 
as damaging and dangerous. An odd lot contract offers a 
tempting bait to such people, since the initial margin 
requirement would be small. 

Country Merchants.—The country merchant sometimes 
sells futures against cotton he has taken to account, and 
which he fears will shrink in value. Occasionally he will 
sell futures ahead in the summer against the anticipation 
of a large crop and a large amount of cotton to be taken 
in by him in the autumn. As a rule the country merchant 
does not like to hedge his cotton. The price is of tre- 
mendous importance to him because on a good price de- 
pends his ability to collect his accounts and to sell a large 
amount of goods. He is therefore always anxious to see 
high prices, and he dislikes feeling that anything he does 
may bring selling pressure on the market. 

Factors.—The factor never uses the future market him- 
self unless a bank insists he sell a cover against cotton on 
which he has advanced money to the country, which cotton 
in turn has become security to the bank against the factor’s 
own loans. Ordinarily the factor handles cotton only on 
commission and sells future hedges only when his cus- 
tomer instructs him to do so. The customer will sometimes 
instruct the factor to sell his spots and buy an equal 
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amount of futures. It makes no difference in his market 
position whether the farmer has his spots or whether he 
has the futures. In either case, he is holding so much cot- 
ton. If he can buy the more distant deliveries below a 
carrying charge, he is making a good move to transfer his 
spots into distant contracts. He must observe one or two 
simple rules in making such a change. In the first place, 
the basis question comes in again. When selling his spots, 
he must be certain he is securing a fair basis for the even 
running cotton. In the second place he must be careful 
to buy the more distant deliveries either at a discount or 
at such a premium as to save a part of his carrying charge. — 
If he sells his spots during November and buys May con- 
tracts against the sale, he must buy the Mays at less than 
the cost to carry cotton from November till May. If his 
May contracts cost him more than the cost of carrying the 
spots from November to May, he might just as well hold 
the spots. 

Spinner.—The: spinner can use the future market to 
hedge a forward sale of goods and many spinners do so 
use contracts. He may buy contracts equal to the bales 
required to make the yards of goods sold. Some of the 
large eastern mills do this sort of hedging very frequently, 
and the southern mills do it all the time. Often the large 
mill cannot get a forward contract for all the cotton desired 
and is compelled to use the future market. 

Spinner and Basis.—Of course the spinner can usually 
secure a forward contract from a merchant for the actual 
specific grade and staple to make his goods, in which case 
the merchant attends to the hedging. It may be that the 
spinner cannot obtain the cotton he wants at a basis he 
thinks attractive, it may be he would prefer the merchant 
did not know exactly what forward business he was doing, 
it may be he thinks he can save the merchant’s profit on 
the transactions. It matters not for what reason the spin- 
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ner elects to be his own merchant, provided he knows he is 
now a merchant as well as a spinner, and has assumed all 
the merchant’s risks. He must not flatter himself that, 
simply because he is a spinner, he can expect immunity 
from the basis risk. He knows the merchant will not sell 
him in November even running strict middling at the 
same price as May futures. He is accustomed to basis 
himself for he must recognize it every time he figures upon 
the sale of a yard of goods. Still, he is accustomed to 
buying at a fixed basis from the merchant, he knows little 
about basis conditions, and he often fails to recognize the 
risk that between November and May his hedge may vary 
in its relation to the character of cotton he wants. There 
seems to be a sort of mesmeric, fatal attraction in the idea 
that a spinner, acting as a merchant, is nevertheless entitled 
to escape the merchant’s perils. The spinner has some 
hazy idea that he is entitled to consideration and respect, 
and must not be injured by having the basis widen out on 
him. There have been many ponderous articles written 
to the text that ‘‘when a spinner buys a future contract 
the value of that contract in relation to even running cotton 
must not change.’’ A somewhat pathetic illustration of 
this feeling may be seen in the testimony before the House 
Committee on Agriculture in the spring of 1914. A promi- 
nent southern spinner, well liked in the trade, had sold 
some goods in the fall and bought a 1000 bales of May 
futures against the sale. The autumn of 1913 was very 
stormy and the grade of the crop was very low. Every one 
knew that in November, and yet the spinner was much 
aggrieved to find out in April that he could not get his 
even running middling cotton anywhere near the price of 
May futures. Indeed he had some little difficulty in getting 
even running middling cotton at all, despite which fact he 
was convinced that the future contract should have main- 
tained the same basis as in November. It is absolutely 
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essential that, when a spinner does his own hedging, he 
should study the basis, and watch the basis risk in the 
same manner as the merchant. 

Yarn and Cotton Goods.—The yarn and cotton goods 
merchants can use the future markets for hedging pur- 
poses, provided they will take the pains to figure out a 
working basis between their goods and the future contract. 
The European dealer is accustomed to doing business on a 
narrow margin of profit and to taking advantage of every 
opportunity he can to protect that margin. The European 
merchants use futures constantly against their merchandise 
and against their forward sales of merchandise. The 
American is accustomed to wide margins and to paying 
much less attention to the smaller details. He does not 
use the future contract market for hedging merchandise 
to anything like the extent of his foreign competitor. 

Semi-Speculative Hedging.—So far we have considered 
simply those hedges which are plainly trade insurance and 
which contain no speculative element, with the exception 
of basis, and that is an involuntary risk which the bulk 
of the trade would like to see eliminated. There are, how- 
ever, contracts bought and sold as hedges where the specu- 
lative element is quite prominent. The merchant sees 
plainly that if certain events do befall he will be in need 
of additional protection. That protection he seeks to find 
through the use of the future contract. The speculative 
element in such transactions is to be found in the fact 
that if the anticipated event does not occur, the merchant 
will not need the hedges, indeed, he will be better off 
without them. 

The Farmer and Semi Speculative Hedging.—It is a 
well known economic fact that a small crop costs more to 
raise than a large one. The planter can raise 300 bales, 
his usual crop, at a certain cost. If the weevil or weather 
reduce his crop to 100 bales, the cost to raise that 100 
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bales will be practically the same as his full crop. On the 
other hand, if the weather is so favorable that he raises 
500 bales instead of 300, the extra 200 bales will cost him 
little extra outside the cost of picking and ginning. The 
result is that, unless the price gets very low, he is doing 
very well indeed with a large crop. It is possible for the 
farmer to use the future market for semispeculative hedg- 
ing in connection with these crop changes. Suppose he is 
convinced that, short of some unforeseen disaster in the fall, 
he is going to have a large yield. Then he can sell hedges 
against either his whole crop, or only the additional cotton 
he has reason to expect. These sales are hedging in the 
sense that they are intended as a protection against a fall 
in price for his expected crop. At the same time they are 
speculative because the farmer is accepting the risk that a 
disaster will overtake him and cost him a loss on these 
additional contracts against which he does not raise the 
cotton. A year when such semispeculative hedging was 
highly profitable to the far-sighted farmer was 1920. 

On the other side of the account, it is also possible for the 
farmer to use the future market. An actual occurrence in 
our office will best illustrate the idea. In July, 1905, the 
market had advanced quite sharply owing to bad weather 
and an anticipated crop shortage. A South Carolina cus- 
tomer was in the office one day, and as he had been long 
200 October with us for some time, I remarked that he had 
a handsome profit on the books. ‘‘Well,’”’ said he, ‘‘I 
reckon it is profits in one sense, but as a matter of fact it’s 
kind of hedges. You see the weather was powerful bad in 
the spring, and I was sort of wondering where I would 
come out on the year. I saw a millman one day and he 
said business was picking up, so I said to myself why not 
let those fellows in New York raise the other 200 bales and 
I did. Those two Octobers are going to pay out my place 
the same as usual.’? A somewhat similar incident on a 
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larger scale took place in 1909. We had a customer who 
was a very large dealer in many articles and who had a 
couple of cotton plantations in addition to other interests, 
He was long 5,000 January contracts with us and reported 
crop conditions as so bad that prices would sell very high. 
One day in early July he called us on the phone and told 
us to sell out his cotton. We did and I asked him if he 
were afraid of the market. ‘‘No,’’ said he. ‘‘I think 
cotton will go very much higher, but you see I am going to 
Europe with the family and I want to be out of the market. 
Besides, I bought those contracts against the cotton I am 
not going to make, and now I have the regular profits on 
the farm made and I am through with them.’’ Both those 
men admitted to the speculative risk in their transactions, 
but both were really dealing in the market for the express 
purpose of preventing loss, We can quite correctly eall 
such operations semispeculative hedges. A word of warn- 
ing may be needed. Those men had definitely studied the 
situation and had definitely decided on a line of conduct. 
They did not simply rush in to buy cotton without thought 
because some one said it was going higher. The average 
producer to use semispeculative hedging successfully must 
needs devote some thought to his own problem and to the 
general cotton outlook. 

Call Cotton.—The spinner can use the market for semi- 
speculative hedging, and regularly does use it every year 
for this purpose through what is known as ‘‘call cotton.’ 
This was originally a scheme to avoid risk in hedging by 
the mill. Suppose a spinner uses strict middling for his 
goods. At the opening of the season he has trouble in sell- 
ing goods, and yet he knows that if he does not secure 
the quality of his cotton promptly he will have difficulty in 
getting it at all. He has two alternatives: either he can 
sell his goods and take a chance that the low price at which 
he must needs sell will later be balanced by a low price 
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for his cotton, or he can buy his strict middling and thus 
go long his raw material in hopes that the market price of 
his goods would later balance him out. Neither alternative 
is pleasant and the method of buying his cotton ‘‘on eall’’ 
was invented. He makes a contract to buy the strict mid- 
dling at a fixed basis on some future month, the actual 
price to be set when he orders the future contracts bought. 
For example, the Poco Manufacturing Co. buys from 
Smith and Co. 1,000 bales of strict middling, 1 and 1/16 
inch staple at 150 on December, ‘‘spinners’ call.’’ Then 
the mill knows exactly what the cotton will cost them at 
any one time, because all they have,to do is to get a 
quotation on December and add the 150 points. When 
they have sold the goods, they ‘‘call’’ the cotton, that is, 
they instruct Smith’s broker to buy 1,000 December against 
that sale. The message to Smith will contain all the in- 
formation, thus ‘‘Bought 1,000 December 22 cents yours. 
Instructions A and Co. fixing price thousand bales con- 
tract 34 September 1 Poco Manufacturing Co.’’ The 
price of the strict middling then is 23.50 landed at the 
mill. 

Meantime, Smith pays no attention to what the mill is 
doing but proceeds to buy his cotton along as he ean get it, 
instructing the broker each time to sell December against 
his purchases. If he has bought the whole 1,000 bales 
before the mill calls, then he has a thousand December 
short as a hedge, which the purchase of the mill will cover. 
If he has only 500 bales bought, then the purchase will 
close out his 500 short hedges and leave him long against 
the cotton he has still to buy. If he has bought no cotton, 
then the purchase by the mill gives him the needed long 
hedges. In any event all that interests Smith is his buying 
basis as compared to December, and all that interests the 
spinner is the price at which he can sell his goods. 

This call cotton idea has been extended in use until it is 
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often a method of trading between merchants themselves. 
Cotton is bought subject to ‘‘seller’s call,’’ that is to say 
the seller agrees upon a fixed basis for the quality but is 
allowed to fix the actual price when he pleases within cer-' 
tain time limits. He is instructed by the purchaser 
through whom to sell the hedges, when he decides to fix 
price. There are multifarious methods of using this call 
system of trading in cotton. One point must always be 
remembered by the merchant and that is: the basis risk 
still remains the same as with ordinary straight selling. 

Speculative Call Cotton.—When properly utilized, the 
call scheme is a more perfect protection than the spinner 
can obtain in any other manner, since the price of his raw 
material is not definitely fixed until his goods are sold.! 
The only danger to him is that so many call hedges ac- 
cumulate in one delivery that their covering runs the price 
of that delivery to a premium and thereby advances his 
raw material costs. Even that does not trouble the spinner 
unless business is so poor that the trade will not accept the 
goods at the necessary premium. 

On the other hand, the call system can be used so as to 
be anything from a semispeculative hedge to an out and 
out speculation on the market. The spinner must realize 
that, simply because he has secured the comparative value 
of his quality, it by no means follows the price of his raw 
cotton is fixed. Yet, the spinner will go ahead and sell his 
goods, and then sit back and refuse to call his cotton be- 
cause the price is too high. This can be disastrous and it 
often is most expensive. Another fatal habit is to stay 
short of the call month over the first notice day. If the 
mill has sold the goods and refrained from fixing price, 
then the mill is short the contracts which it has not bought. 
The merchant will be paid the cost of the cotton as deter- 
mined by the price at which the contracts are covered, and 
no amount of argument will alter the fact that the spinner 
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is short the market the instant he sells the goods. Now there 
is a rule of trading which must never be broken and that 
is: Never stay short the current delivery after the first 
notice day, unless you either have the cotton ready for 
delivery, or unless you have the cotton in transit for 
delivery. There are no exceptions to that rule, violation 
of which is punished by swift and dire retribution. The 
spinner persistently and habitually violated it in New 
York for years and always complained when his call cotton 
hedges cost him a snapping loss. The New England mill 
finally learned by bitter experience not to break the law. 
The Manchester spinner is still punished in every active 
delivery in Liverpool. The market reports at the end of 
‘the month regularly contain the statement ‘‘Near month 
was very strong at a new high level RTE, owing to 
spinners’ calling.’’ 

Call Cotton as a Semispeculative Hedge—yYet the 
spinner can use the call system successfully as a sort of 
speculative proposition. In case of a sharp fall in prices, 
it is easy for him to refrain from calling and, keeping a 
stop loss order on his futures, ‘‘ride the market down’’ 
quite comfortably. An excellent illustration of common 
sense in this regard came to our attention in the summer 
of 1914. We had a spinner who had bought several thou- 
sand bales of cotton based on December to be called by him 
through us for the account of a Southern firm. The spin- 
ner came in to the office during the dark days of July and 
announced that he had sold his goods and ought to eall 
his cotton, and yet was afraid to do so. He said if he did 
so, he would more than likely be left with the cotton, be- 
cause if war did come and there was the inevitable panic, 
he was much afraid he would get cancellations on his 
goods sales. He finally decided that the best thing to do 
was not to call his cotton then, but to put a stop order a 
cent or so above the market, take the chance he might lose 
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@ portion of his profit by getting that stop caught on an 
advancing market, and simply sit still. This he did, the 
War broke out next week, his goods sales were cancelled, 
and he was comfortably out of the market through the long 
decline. 

Spinners Selling Futures Against Risks.—The spinner 
ean also sell futures against unsold goods or goods in 
process, when he thinks conditions are such that he will 
have difficulty in selling. We had an interesting experi- 
ence with a large mill who sold futures against the risk of 
a panic. This mill was short a block of cotton with us in 
1920 from January on, transferring its sales ahead, each 
time at a loss. We were very curious as to the reason for 
this trading, as we knew they were doing all the business 
they could, running day and night and sold up for months. 
Finally one of the officers being in our office, we asked 
him if he would mind telling us why they stayed short 
that cotton. The reply was that they were afraid of the 
whole situation. They thought the demand for goods 
highly speculative, prices outrageous, and they did not 
like the breakdown in raw silk. They had gone over the 
whole situation at a directors’ meeting, decided there might 
be trouble and that if there was trouble they would receive 
a lot of cancellations of goods sold, goods that had been 
made out of very high priced cotton. They wanted insur- 
ance and they sold those future contracts. ‘‘If we are 
wrong, then the insurance will cost us the loss on the 
futures which we will have to take from our profits. If we 
are correct and there is trouble, the insurance may be very 
useful.’’ No one who recalls the history of 1920 from 
July on will have any doubt that the insurance was most 
‘‘useful.’’ 

I am reminded of an anecdote which illustrates the un- 
intelligent manner of treating the same situation. A friend 
of mine, partner in a large firm dealing in all kinds of 
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cotton, was approached for advice by the president of a 
small tire concern. This firm had bought yarn for six 
months ahead, and worse than that, it had bought long 
staple cotton for another six months’ supply of yarn, 
which it was carrying for a mill under contract to make 
up into yarns for them. In other words they had a year’s 
supply of yarn on hand. In July, 1920, my friend was 
asked for advice and was told the full situation. They had 
contracts for tires up to about three months and were 
dead long the rest. They wanted to know if he thought 
the situation safe. He told them he thought it about as 
reckless a speculation as he had ever encountered and 
strongly advised they sell Egyptian futures in Liverpool 
as fast as the market would take them, until they were 
hedged up. Next day the president told him that the 
board had decided as they had never speculated they did 
not like to begin. My friend remarked ‘‘Did you ever 
hear of such inspired idiots? Anyway, a hint is as good as 
a kick to a blind mule, and believe me I am selling Egyp- 
tians against a lot of my staple sales to these tire yarn 
birds. If that is the way they do business, we never will be 
able to deliver some of our high priced cotton.’’ The tire 
company had a narrow squeak while the profits on my 
friend’s Egyptian sales were convenient later on in the 
year. 

Investment Buying.—The mill can use the future mar- 
ket in times of low prices to buy their raw material ahead 
even though they have not sold the goods. When cotton 
is at or near the cost of production, the far sighted mill 
can take a chance and carry contracts to a fair sized 
amount. The profits will later reduce the cost of their raw 
material very appreciably. The trade calls this sort of 
purchase ‘‘investment buying.’? There have been large 
amounts of cotton taken out of the markets in years like 
1914 in this manner. In fact, we had a mill in the early 
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spring of 1915 which was long six months or more supply 
of cotton, simply because they thought the price so low 
that it would be good property, when trade revived. 
Summary.—We have only touched upon the subject of 
_ Semispeculative hedging. The ramifications of the use of 
the futures markets in this manner must be apparent to 
all. There is no doubt as to the speculative element in 
these operations, but the speculation is subordinate to a 
definite insurance motive. Intelligent use of such insur- 
ance can be made very profitable in the long run, even 
though the premiums paid from time to time for the use 
of insurance not needed may be considerable. As the 
millman put it: ‘‘if we need the insurance, it is almost 
priceless. If we do not need it, the cost is not great.’’ 


CHAPTER XXXIV 
METHODS OF HANDLING HEDGES WITHIN EACH FIRM 


Hedges of Branch Offices.—The handling of the hedges 
within a single organization is a matter requiring some 
care because, with a business of any volume the outstanding 
future contracts will get much involved if some definite 
rules be not laid down as to their management. The first 
question is what to do about the hedges needed by branch 
offices. Are these contracts to be handled by the branch 
office or by the head office? There are advantages either 
way, for, if the branch handle its own hedging the orders 
will not be so delayed and the executions will be more 
satisfactory, while when the head office handles all the 
futures, it is simpler to get the hedges placed to the best 
advantage. Speaking generally we can say that where the 
branch does a separate business, that is where the manager 
or partner makes up his own limits and his own offers, then 
the branch handles its own hedges, subject to some super- 
vision from the home office. On the other hand, where the 
branch simply buys cotton on limits provided by the head 
office, or where it is simply a selling agency, then the head 
office does all the hedging. 

Branch Office at Future Market.—The very large firms 
have recently taken to having their own firm at the large 
future markets to handle their own future contracts. Such 
a branch is in charge of a resident partner, or partners, 
and does all the business for all the various offices at home 
and abroad. Sometimes these firms also solicit outside com- 


mission business as well, but their primary object is to han- 
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dle the future contract business of their own firm. Each 
office wires in its orders, and in many instances each office 
is treated like any other customer, being called for margin 
and charged the members’ rate of commission. Of course 
any amount earned above the actual expense of the office 
is so much gain for the firm. Moreover, this method makes 
it easier to transfer hedges from one month to another or 
even from one market to another, since the firms’ entire 
hedge interests are concentrated in their own office. The dis- 
advantage is that the firms are able to employ only their own 
capital. If they do their future contract business with a 
commission house they can secure a credit upon their open 
contracts. In other words, if their standing is good and 
the credit rating and reputation excellent they can make 
arrangements to have the loss on open contracts carried for 
them by the commission house up to some round amount. 
Such arrangements are useful in times of financial stress 
such as come every season. 

Separate Contracts.—There are two general methods 
of handling hedges, although there are as many different 
varieties and modifications of those systems as there are 
firms in the business. The first idea is to keep all the 
contracts separate so that each individual transaction may 
be followed through from start to finish as we traced out 
the dealings of Smith and Co. If 100 bales are sold the 
Poco Manufacturing Co. and December futures purchased 
against the sale, then that December contract is kept open 
until the spots are shipped. It makes no difference that a 
hundred bales of some other grade are bought next week 
and 100 December contract is sold against that as a hedge. 
The firm remains long 100 December against the sale to 
the Poco Manufacturing Co. and short 100 December 
against the 100 bales of spots until the strict middling for 
the mill is bought, and the other hundred spots are sold. 
Now all future commission houses make up account sales 
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according to the ‘‘earliest date and highest price,’’ so if 
all these future contracts are to be kept open on both sides 
of the account, then special arrangements are necessary. 
They can be made easily enough, but careful bookkeeping is 
needed to see that some single contract is not lost sight of 
in the array of futures which will accumulate as the season 
goes on. Moreover, the expense of such a method is con- 
siderable as a future commission is incurred on each and 
every transaction. 

Balance System.—The other scheme might be called the 
‘‘balance system.’’ It is believed that as every purchase 
and every sale is figured down to a certain future month 
as a basis, there is no need of keeping all these futures open. 
If good middling is bought at 60 on December and strict 
middling at 40 on December and so on, then all purchases 
and sales are figured down to one common denominator. 
If that be the case, why cannot the purchase of one grade 
of cotton stand as a hedge against the sale of a different 
grade? Why is it necessary always to use the future con- 
tract and pay future commission charges? A balance is 
struck at a certain time, all purchases and sales of either 
spots or futures are figured, the stock of cotton on hand is 
included in the calculation, and then the balance is hedged. 
Thus: 


Long Short 


Cotton in stock..... 4200 bales Unfilled orders...... 1200 bales 
Purchased to-day.... 600 “ Orders to-day....... 1600 “ 
— Futures apne .oeee 3000 “ 
TotaL LONG...... 4800 <“ ee 
Total Short....... 5800 “ 
hess Long. .%:.5.0.. 4800 <“ 
To balance, buy 1000 futures. Net, SHORT... ..... 1000 “ 


Striking Balance.—In theory, this is all very well, but 
in practice, just when should the balance be struck? In 
the days of quieter markets many firms used to strike their 
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balance about 2:30 New York time, so that they could 
either buy or sell the net prior to the close of the market. 
Their buyers and agents were compelled to report from the 
country all purchases by telephone up to that hour and 
were not permitted to buy later without a special authori- 
zation from the head office. The risk of market fluctuations 
through the day was accepted on the theory that what was 
lost in this manner one day would be gained on the next. 
Since 1914 the fluctuations have been so violent that this 
scheme has been too dangerous for most firms. They have 
adopted various expedients to get away from the interven- 
ing market risk, such as striking a balance every hour or so, 
or combining the separate contract system with the balance 
method. For example, when cotton is moving rapidly and 
there is a fair chance of making heavy purchases during 
the day, an estimate would be made of the amount likely to 
be purchased, this estimate would be compared with the 
orders already in hand, and the balance would be immedi- 
ately hedged, irrespective of orders being received during 
the day, a balance being struck again in the afternoon. 
Sometimes the call cotton is treated separately, individual 
contracts being kept open on all such orders. Sometimes 
each branch is instructed to hedge all cotton immediately, 
except certain grades and staple for which there are 
known to be orders on hand. In short there are all sorts 
of ways in which the market risk can be handled. 

Basis Risk Concealed.—The underlying objection to 
the balance system is the danger that the basis risk will be 
so concealed as to be overlooked to the loss and possible ruin 
of the merchant. Where the hedges are kept as a separate 
part of each and every transaction this is not likely to 
happen because the merchant has a sharp reminder before 
him in plain figures every time he has made a profit or 
loss on basis. With the balance system individual sales 
and purchases tend to get lost in the mass. It is so easy to 
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find a lot of cotton which is attractive both as to grade and 
staple and only a few points off in basis, and then to make 
the purchase, saying that the few points will ‘‘get lost in 
the wash.’’ They do, so far as knowledge of the loss is 
concerned but the dollars and cents turn up again in the 
firm’s general balance at the end of the year. If a man is 
to buy strict middling at 20 points on his hedge month, and 
buys it at 25 on instead, or if he is to sell at 225 on and sells 
at 220 on instead, there is a loss of 5 points in each trans- 
action. If he knows the loss is there, if he thinks it good 
judgment to accept that loss and strive to recoup on some 
other purchase or sale well and good; but if he simply 
dismisses it with a shrug of the shoulders and hopes that 
it will take care of itself in some undefined manner, then 
that loss will surely reappear in the trial balance. In 
instances of which I have known the concealed losses broke 
the firm after a season or two. The basis risk is always 
present and must always be understood and calculated, no 
matter how the hedges are carried. 

Odd Lots.—Another matter requiring good judgment in 
hedging is the question of the ‘‘overs and unders.’’ We 
have assumed that all purchases and sales will always 
balance up to the even hundred bales, but this is far from 
being the case in actual business. The day’s purchases are 
as likely to be 666 bales as the even 600. The day’s sales 
may be 1,635 as well as 1,600. What is the merchant to do 
with his odd lots? One theory is to hedge anything over 
50 bales only. The theory was that the amounts of cotton 
would average themselves up so that if 25 bales were long 
to-day, there might be 25 bales short to-morrow; or, that 
if the account was net long to-morrow, the chances were it 
would be 75 bales long and thus an average would be 
struck. The trouble with this idea is that the price must 
be averaged also, and that does not always prove out. A 
_ widespread theory is to ‘‘take a view’’ on the odd lots, and 
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either stay long or short, as the merchant’s opinion of the 
probable course of the market would indicate. There is 
much to be said in favor of this method. If the merchant’s 
judgment is correct a vexatious problem is solved. If he be 
incorrect, he will acquire only a moderate loss which can 
easily be absorbed. In any event the itching desire to have 
an ‘‘interest’’ in the market is satisfied at a modicum of 
risk. 

Speculating with Hedges.—This brings us to another 
thought, namely ‘‘never speculate on your hedges.’’ The 
contracts are bought or sold for protection against the 
risks of the general market, and, if the merchant is to be 
playing with the contracts all the while, he might just as 
well stay out and out long or short and save his commis- 
sions. The risk is no greater than when he refuses to 
persist in the course he has marked out for himself. The 
great temptation usually comes in closing out the hedge, 
for almost any man prefers to be protected either at the 
time of making a forward sale or at the time of buying the © 
actual bales in the South. When he has bought cotton on 
basis, sold futures against it, seen the market steadily 
advance, been constantly called for funds to margin his 
futures to the market, and at last has sold the spots 
and is confronted with the necessity of buying in the 
futures, then the temptation to wait a while, to buy them 
in at a ‘‘reaction’’ is very great. If the market will 
decline a few cents a pound or so, he can save a large part 
of his margins, he can look at an account sales, which does 
not show such an apparent loss. He forgets that he has 
already made the profit upon which he was figuring, and 
reaches out after an additional profit entirely unconnected 
with the original transaction. There has been more money 
lost in this foolish sort of speculation than in any other 
common mistake in judgment. A single illustration from 
my own experience will suffice to show the danger. When 
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I was in Memphis years ago, as an office boy, the local 
partner had a stock of 1,000 bales in December against 
which he had sold futures as a hedge, with the knowledge 
and consent of the head office in Arkansas. The market 
advanced very sharply on a Government crop estimate, 
and on the rise the spot cotton was sold. There was a loss 
of $5 per bale in the short futures, although we had made 
a profit of $2 per bale on the basis sale. The Memphis 
partner allowed that he could get those futures back 
cheaper by waiting a day or two. ‘‘The market had gone 
up so fast, it was bound to react.’” The same old myth 
that attracts all the moth to the candle. The reaction was 
not perceptible and the market steadily advanced. Finally 
we had to ask the home office for financial assistance, one 
of the senior partners came to look us over and the first 
thing he found was this 1,000 bales of futures dead short 
with an open loss of $15,000. It was my privilege to over- 
hear what he said to the local partner, it was a severe com- 
snerery on speculating with hedges. We finally did get a 

‘‘reaction’’ on which we escaped with a final loss of some 
$7,000 but the whole affair was so entirely perme 
that it made an impression on me. 

Trading on Hedges.—While this sort of speculation with 
hedges never brings anything but loss, that does not mean 
to say that the thoughtful merchant must stick slavishly to 
the theory of complete protection, nor does it mean he must 
never touch his futures. We have already discussed at 
length methods by which he may obtain better protection 
by transferring them from market to market, or from 
delivery to delivery in the same market. There are certain 
rare occasions when he may dispense with them entirely. 
Let us suppose a merchant buying cotton in the South at 
6 cents in 1904 or in 1914 after the exchanges had reopened. 
Certainly so long as he buys only enough to keep 
within the limits of his capital, he need not sell futures 
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against a decline of 6 cent cotton. As a matter of fact, 
almost every firm is long a little cotton at such times and 
the position is entirely justifiable. The top of the market 
is not so easy to find, still even there some liberties can be 
taken occasionally. For example, suppose a merchant 
sells cotton forward to a mill to cover which he should 
buy December futures at 25 cents, and suppose, aS was 
the case in 1920, the market is declining rapidly so that 
before he can get his cover placed the price is 24.50. Is it 
not perfectly proper for him to stay short the sale, placing 
a stop loss order with his broker to buy the hedges in at 
say 24.90? The risk he then assumes is the risk that his 
stop will be jumped. Conversely, if he is long 100 bales of 
spots in the South with an advancing market, why not 
earry the cotton and place a stop loss order behind it? 
Here the risk of the market is so much greater that more 
caution is necessary. February 1, 1917, showed the futility 
of relying upon a plain stop order for protection. All the 
selling came from the South that morning and much of it 
cost the merchant placing the orders a great deal of money. 

Risks in Trading with Hedges.—It may very well be 
that the merchant is justified in departing from his usual 
custom and being without hedges, but he must recognize 
that, when he does so, he is accepting the risks of the 
unexpected and he should be very careful not to accept 
risk of a loss that will cripple him. Moreover, he should 
observe the broad general rule that he is doing something 
extraordinary, something that he should not do at all 
under ordinary circumstances. Recognizing this fact, he 
must ask himself, first are the circumstances really so 
extraordinary, or do I just think they are because of my 
market opinions? Second, he must ask himself, am I taking 
a risk which in view of my capital, I am not justified in 
accepting? Before trading on his hedges a merchant must 
ponder seriously and answer honestly both those questions. 
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For example, it is often possible in times of great market 
excitement to take off hedges temporarily, immediately re- 
placing them when the panic is over. On February 1, 1917, 
a merchant who could buy his futures in on the decline, 
could afford to do so with the idea of selling them out again 
on the next advance. The submarine news might have 
justified such a drastic decline in the price of cotton, but 
it was a foregone conclusion that, even so, the decline was 
not going to take place all at once and with no rebound. 
When I was in Memphis, we had a stock of cotton with 
futures sold against it in New York. Sully failed and the 
market went all to pieces that afternoon. It was proper to 
think seriously about buying in all short hedges and ecarry- 
ing cotton ‘‘open,’’ with the idea of putting the covers 
back as soon as there was a partial recovery. Many firms 
did so, but the one by which I was employed did not, and 
its reason illustrates exactly the question of justifiable 
risk. One of the partners had just died, his estate still 
had an interest in the firm, and the surviving partners 
said, ‘‘We cannot cover those futures, much as we should 
like to do so, because while our best judgment is that 
prices will come back, we are trustees for the widow’s | 
interest, and we cannot afford to take any risk not essential 
to the conduct of the business.’’ 

Basis Limits at the Opening Season.—There are many 
methods of ascertaining what basis limits to put upon the 
first offers and sales to be made in the summer for the 
coming season. Usually the custom is to take the final 
basis of the preceding season and try to get the mills to 
come as close to that figure as possible. If this cannot be 
done and the merchant believes the crop will be short and 
the basis likely to widen, then he will refuse to sell for- 
ward. If business is at all brisk, the mills will finally have 
to come to the high basis. If business is poor they will 
hold off, and first one merchant and then another will 
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gradually ease off a trifle until a lower basis level is estab- 
lished. The same is true of an improving crop prospect, 
first one merchant comes down and then another, until the 
basis level is permanently lowered. 

Basis Limits.—Once enough cotton is sold forward to 
give the merchant an idea as to the general market, he 
makes up his buying limits for the country. He will start 
off at a figure which shows him a substantial profit on his 
forward sales. We have seen how the weather and market 
conditions will later modify such an initial basis. Later 
on in the autumn he will be refiguring both his selling and 
buying basis as he is forced to do by the constantly chang- 
ing character of market conditions. 

Futures and Spots.—This brings us to a question which 
has been argued for years and always will be argued, and 
that is, which controls the price of cotton, futures or spots? 
In times of short crop, it is usually said that the South is 
standing for its rights and thus foreing futures to advance 
by the strength of spots. In times of abundance and weak- 
ening markets, it is always claimed that futures are depres- 
sing the price of spots, because they steadily decline. As a 
matter of fact the whole discussion is futile, for the simple 
reason that we have not two separate markets, but only 
one market. Cotton is cotton whether you have 100 bales of 
spots in your warehouse, or a hundred bales of contracts 
on your books. The whole market is one, and it moves as 
one. The future market is simply a vast clearing house, 
and through it the tides of commerce rise and fall on the 
beach of price. It is perfectly true that the future market 
is the more visible evidence of the tide, and as such it is 
much more volatile. The price of cotton as expressed in 
contracts will run ahead of the price of cotton as expressed 
in spots, but neither is the dominating factor. Each is 
part of the same great market, and consequently each will 
eventually seek the same level. The more volatile future 
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market may make haste rapidly up the beach like the 
rippling little wave which marks the absolute top of the 
tide. It is absurd to say that when the tide recedes, the 
reverse is not the case. The whole body of water moves 
slowly but surely up the shore and down again, and the 
little ripples which cause so much excitement among the 
children on the beach, are absorbed once more in the great 
whole of which they are the part. Do not mistake the ripple 
for the ocean, and on the other hand do not believe that the 
ripple is separate from the ocean and therefore of no 
meaning. Each is a part of the whole, and that whole 
moves together. 

Figuring Limits——As a rather practical illustration of 
this important fact, consider the merchant at his desk, in 
the middle of the season, trying to figure his limits for the 
day, both buying and selling. He has before him a list of 
his own stock, prices, grades and staple, he has the reports 
on his offers East and to Europe the night before, some 
acceptances, and many refusals, each of the latter quoting 
him figures from other points in the belt at which the 
cotton can be bought. He has reports from all his branch 
offices, agencies and country buyers on the attitude of the 
country, the probability of the supply, particularly of cer- 
tain grades, the prices offered by other merchants and of 
course a statement of any specific lots of cotton which can 
be purchased that day. He has a similar set of reports 
from his selling agencies East and in Europe, or if not 
from his own people, from his spinners’ brokers. Finally 
he has the early Liverpool future quotations, which may or 
may not appear of consequence to him, depending entirely 
on his other information. In addition to this he will 
sometimes have the wired opinion of his several future 
brokers in New York and New Orleans, to which he will 
give cursory attention as representing their views of the 
consensus of opinion on news and events. He will also, 
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particularly early in the fall, have accurate weather reports, 
not only the Weather Bureau official reports and map, but 
also his own private reports from his own men in his 
territory. From all this variegated mass of information 
he selects the factors he deems of importance that day and 
makes up the limits. Who can say in advance which bit of 
information is the determining factor, if indeed any single 
fact in the lot is determining? One morning Liverpool is 
up sharply with a dispatch reporting the settlement of some 
international question long hanging over the market. In 
that instance, the merchant is influenced by the news from 
the future market, because it plainly indicates the intro- 
duction of a new factor, which will mean a broader demand 
and probably higher prices. On another morning Liverpool 
is worse than due, and New York follows suit, but the mer- 
chant has so many telegrams requesting offers and so 
many reports of a falling off in the receipts in the country, 
he is entirely swayed by the spot news. He simply ignores 
the decline, and shortly the reports of the spot demand 
bring about a quick recovery in the future markets. You 
eannot decide which controls prices, for the good and suffi- 
cient reason that each is part of the same, and neither 
eontrols the other, both move together. 
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PART IV 
SPECULATION 


CHAPTER XXXV 
SPECULATION 


General Remarks.—Speculation appears to have an espe- 
cial fascination for all, and is the subject of more thought 
and more assertion pro and con than any other element in 
marketing. So far as possible we shall consider only specu- 
lation in the cotton market, but it is impossible not to enter 
more or less upon the general subject. Speculation enters 
into the marketing of all commodities, and, like most hu- 
man institutions, is neither wholly good nor wholly evil. 
One réle the speculator has played successfully for cen- 
turies, and that is to appear as a sort of general scapegoat 
for all the mistakes and ills of humanity. Ever since the 
far-away days when the speculator was called a ‘‘fore- 
staller’’ he has been vehemently denounced as responsible 
for small supplies and high prices, or for large supplies and 
low prices. Of course, the speculator seeks to take indi- 
vidual advantage of his judgment of market conditions, 
but he is no more responsible for those conditions than he 
is for the rain which ruined the crop in the Atlantic, or the 
sun which dried it up in Texas. It is human to blame 
others for our own mistakes. It is far more agreeable to 
deny the truth and assert that it is only the deceit of others 
than it is to face unpleasant facts and govern our conduct 
accordingly. Nevertheless, in spite of centuries of denun- 
ciation and much attempted legislation, the speculator still 
persists and still does his work in distributing commodities. 

The Individual and Speculation.—In speculation there 


is both good and evil, but we cannot consider the matter 
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from that standpoint alone, or rather we must consider the 
good and the evil from two different angles. For specula- 
tion affects both the individual and the community, and 
what is good for the one may be evil for the other and vice 
versa. We shall devote one chapter to the individual specu- 
lator and a final chapter to speculation and the commu- 
nity. 

Definition of Speculation.—At the start we need a work- 
ing definition of the word ‘‘speculation.’’ Webster’s Un- 
abridged Dictionary supplies the following: 


Act of speculating, as by engaging in business out of the 
ordinary, or by dealing with a view to making a profit from 
conjectural fluctuations in the price rather than earnings or the 
ordinary profits of trade, or by entering into a business venture 
involving unusual risks for a chance of an unusually large gain 
or profit. Speculation while confined within moderate limits is 
the agent for equalizing supply and demand, and rendering the 
fluctuations of price less sudden and abrupt than they would 
otherwise be. 


That definition covers the popular comprehension of the 
word, although more emphasis is usually placed upon the 
earlier part of the paragraph and less upon the sentence 
about ‘‘equalizing supply and demand.’’ Yet it is here 
we must look for the real definition of speculation, for the 
speculator is recompensed for his share in distributing the 
crop in such manner as to render fluctuations less violent. 
Webster gives another meaning of the word, as follows: 


The faculty, art, process, or product of intellectual examination 
and search; especially reasoning taking the form of a prolonged 
and systematic analysis. 


It is popularly supposed that the speculator is a mere 
creature of fortune and that at his best his intellectual 
labors are limited to some sort of legerdemain, whereby 
from reading the record of past events upon the ‘‘tape,’’ 
he is enabled to correctly forecast future fluctuations. 
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Nothing could be further from the truth, and any indi- 
vidual who essays to speculate upon any such platform 
will inevitably fail. The speculator, to succeed, must in- 
dulge in much ‘‘reasoning taking the form of prolonged 
and systematic analysis.’’ Only when he thus prepares 
himself can he succeed, and then his success comes because 
of much thought, long experience, and persistent self-con- 
trol. He has managed to assist in the distribution of a 
commodity in a manner to ‘‘render the fluctuations in 
price less sudden and abrupt than they would otherwise 
be.”’ 

Speculation and Gambling.—It is often said there is no 
distinction between speculation and gambling, or so slight 
a distinction that no real line can be drawn. No amount 
of exposition or explanation will ever stop the world from 
confounding speculation and gambling. In the first place, 
te make the distinction requires some real thought upon 
the subject. In the second place, the use of the word 
*‘gambling’’ connotes some sort of moral stigma, so that 
the term is popular with those who, either sincerely or for 
ulterior motives, are anxious to denounce speculation. 
Nevertheless, a very real distinction does exist between the 
two, and that difference should be clearly understood in 
order to think correctly upon speculation. Prof. H. C. 
Emery has made the matter clear in the following para- 
graph?: 

Still another distinction that must be made is that between 
speculation and gambling. In the broadest sense, of course, there 
is a gambling élement not only in our bets, but in all our activi. 
ties. If gambling means simply the taking of unreasonable risks, 
almost every act of our lives might be accused of having a gam- 
bling element by those whose opinions as to what risks are worth 


while differed from ours. . . . Every transaction of buying and 
selling necessarily involves a risk. Betting on merely incidental 


1“Should Speculation Be Regulated by Law’; Regulation of the 
Stock Hachange, pp. 830-82. , 
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results of particular contests is the assumption of a risk that 
did not exist before the bet was made. It would seem as if a fair 
distinction of this kind might be made, speculation being defined 
as the assumption of inevitable business risks of fluctuating 
values; gambling as the assumption of purely artificial risks in 
connection with fortuitous events.” 


Speculative Risks in Mercantile Transactions.—The 
purchase of any article for sale introduces the element of 
risk, and thus becomes speculative. The country store- 
keeper who buys a stock of dry goods to sell at retail runs 
the risk of a decline in price as well as the further risk 
that he cannot sell those goods fast enough to be rid of 
them before popular desire swings to some other line and 
leaves his goods unsold on the shelves. The contractor who 
agrees to erect a building at a specified price within a speci- 
fied time goes short not only the material to make the build- 
ing, but also the labor of those mechanics he will need to 
actually erect the structure. As it is in the world at large, 
so it is in the cotton market, buying and selling means an 
element of speculative risk. It is to reduce this risk that 
merchants developed the system of protection known as 
‘‘hedging,’’ and thanks to this protection the cotton mer- 
chant has much reduced his inevitable speculative risk. 
Speculation, however, remains of necessity and exists in all 
classes in the trade. The farmer who brings his bale to 
town for sale refuses the bid and ‘‘holds’’ for a higher 
price is speculating with that cotton. The merchant who 
either buys and does not hedge, or sells and does not cover, 
is speculating. The spinner who sells goods ahead and 
does not buy the cotton is speculating. That does not mean 
to say that it is wrong for any one of the three to so con- 
duct his affairs. That is beside the question, for all we 
wish to note is the fact that speculative risks exist and are 
accepted all through the process of marketing. ; 

Speculation in Futures.—It is universally admitted that 
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speculation does exist in the future contract markets. In 
fact, it is strongly asserted by many that speculation makes 
up the greater part of the transactions in futures, and that 
speculation really exists only in the future markets. Both - 
statements are erroneous, and both statements do harm be- 
cause they have led to loose and inconclusive thought upon 
the matter. We have seen that in 1914 an absolute analysis 
of the outstanding future contracts in the New York market 
showed them to be about 85 per cent trade hedges of one 
sort or another, and only about 15 per cent purely specula- 
tive. It is argued that 1914 was a poor test, because specu- 
lation was at a low ebb and the test therefore unfair. IT 
may be admitted that there was not any active speculation 
during the summer of 1914 outside of the large firm which 
failed. It is fortunate for the cotton trade that the volume 
of commitments that summer was small; but it is unfortu- 
nate that a similar test could not have been made at a time 
of great speculative activity. The results of such a test 
would have been interesting and final. The nearest we have 
to such an analysis is an unofficial investigation made by 
Mr. Arthur Marsh of the New York Cotton Exchange dur- 
ing the winter of 1909-1910, a time when speculative activ- 
ity was very great. Mr. Marsh obtained an estimate from 
most of the leading firms of the Exchange of the character 
of their outstanding accounts, from a compilation of which 
he deduced the result that 25 per cent of the transactions 
in the market were speculative, and the balance trade 
hedges.? In the light of the evidence in 1914, it is probable 
Mr. Marsh was not far from the truth. 

Speculation in Spots.—As to the amount of speculation 
in spot cotton at any one time, that is a matter much more 
difficult to ascertain. In fact, it may be set down as im- 


2Testimony of Mr. Marsh and Mr. Neville, Vol. III, Proceedings 
before the Committee on Agriculture, House of Representatives, 6lst 
Congress, 2nd Session. 
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possible to ascertain with any degree of accuracy. The 
transactions in futures are concentrated upon the three 
exchanges, and they can be analyzed with comparative 
ease. The transactions in spots are scattered through every 
village in the South, and through every mill in this country 
and abroad. The volume of speculative dealings in spots 
is certainly not less than the percentages given for futures 
after examination ; itis probably a great deal higher. The 
statements of producers’ associations as to the amount of 
cotton ‘‘held’’ for higher prices is alone enough to con- 
vince the investigator of the volume of spot cotton held 
speculatively. The mill associations are not as frank, but 
no doubt the volume of unprotected goods sales is large 
enough to warrant attention. Moreover, we have not begun 
to consider the amount of cotton carried unhedged by coun- 
try merchants, by the shipping firms of the South, nor have 
we at all considered the amount sold forward and not 
hedged. 

Both Sections to Be Considered.—Enough has been 
said to indicate that we must consider speculation in con- 
nection with the cotton market as a whole, and not with any 
single section of that market. There is speculation in both 
spots and futures. We must not allow ourselves to be so 
fascinated by the concentrated excitement and noise of the 
market on the Exchange that we overlook the far larger 
market outside its walls. 


CHAPTER XXXVI 
SPECULATION AND THE INDIVIDUAL 


Remarks.—In this chapter we shall treat of speculation 
from the standpoint of the individual trader. At the out- 
set we should state that this is not written with the idea of 
inviting any one to speculate in the cotton market, nor with 
the idea of providing a guide to success in such speculation. 
As to the first, human nature being what it is, there are but 
few who possess the desire or ability to undergo the disci- 
pline and toil essential to success in speculation. Conse- 
quently, the only sound advice is to say, ‘‘Do not specu- 
late; leave the market to those whose business it is.’? As 
to the second, it has been said that ‘‘speculation is a fine 
art,’’ and one does not lay down hard and fast rules for 
success in the fine arts. All that can be done is to lay down 
a few broad principles, and call attention to a few common 
faults. 

Short Selling—There is nothing wrong or immoral 
about short selling, which has always existed in the mar- 
kets, and always will exist. The individual speculator must 
make up his mind to meet the fact, and waste no time in 
arguing that it should not be permitted. Cotton both ad- 
vances and declines and can be both bought and sold. 

Psychological Effect of Short Selling —The man who 
sells cotton short is never certain of his position, a curious 
mental twist which deserves the attention of the speculator. 
If a man buy 100 bales of cotton at 20 cents per pound, 
that cotton, if taken up and paid for, would cost him 
$10,000. That sum is the total amount he can lose on his 


100 bales, provided the value of cotton entirely disappears. 
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If he sell 100 bales of cotton short at 20 cents, there is no 
limit to the loss he may incur, because there is no limit to 
which the price may not advance. This may appear a far- 
fetched comparison, but we need turn only to the season of 
1920 to realize that it has been warranted by facts. If a 
man had sold July cotton short that year at 20 cents he 
might have had to pay over 48 cents to get his cotton back; 
in other words, he would have had a loss of over three cents 
a pound more than the possible loss on the long side. The 
result of this nervous feeling is that the short interest will 
always ‘‘run”’ quickly. A piece of news, that stirs a long 
interest not at all, would on the other side have frightened 
a short interest to cover. This is one of the reasons that 
professional traders assert that nothing serves as a better 
support to prices than a healthy short interest outstanding 
in the market. Likewise, after a prolonged decline the 
short interest in the market will be much smaller than the 
long interest after an equally prolonged advance. You can 
easily excite a man to buy 40-cent cotton, but you have some 
little difficulty in persuading him to sell 8-cent cotton. 
These are underlying market fundamentals which the spec- 
ulator needs to remember. 

Inside Information.—There exists in the cotton market 
no such thing as a good ‘‘tip’’ and no such thing as ‘‘inside 
information.’’ When all is said and done, prices move ac- 
cording to supply and demand. Sometimes the momentary 
demand may prove to be merely excited speculative buying 
and not a real demand from consumers; sometimes the 
selling may be mere liquidation and not the actual pressure 
of cotton. In either case the force in the market is purely 
temporary and not to be seriously considered as a reason 
for a permanent change in prices. It is quite possible it is 
the symptom of such a change, that the increase in the 
demand is back of the buying, or that the pressure of a 
larger supply is back of the liquidation. It is always the 
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supply of cotton and the demand for eotton which are the 
real fundamentals in the market. Any speculator who 
allows his attention to be distracted by momentary excite- 
ment is apt to miss the important truth behind the market. 
Now as to the facts of supply and demand, they are open 
to all who can read and think. The supply of cotton 
‘factual’’ is posted daily on the blackboards of all cotton 
Exchanges, is summarized in the weekly figures issued in 
both New York and New Orleans, is commented upon in all 
sorts of market letters and articles. The supply of cotton 
‘prospective’? is canvassed from January 1 to December 
31 with a publicity unequalled in any other trade. Not 
only are there numerous private reports and estimates con- 
stantly being issued, but the Department of Agriculture 
issues monthly condition reports and crop estimates, and 
finally the Census Bureau publishes every fortnight the 
actual number of bales ginned for the season to date. On 
the demand side we have monthly reports from the Census 
Bureau showing the domestic consumption and the exports, 
as well as stocks in mill hands and in public warehouses; 
besides which the Exchanges publish weekly the so-called 
““spinners’ takings.’’ Moreover, there are numerous trade 
reports as to domestic yarns and goods sales, and there are 
the British Board of Trade returns showing the actual 
business done by Manchester. 

When one contemplates this vast array of statistics and 
facts, the myth of ‘‘inside information”’ as regards actual 
cotton conditions disappears before the sunlight of public 
knowledge. There remains the possibility that information 
may be given either as to the extent of some purely specu- 
lative interest in the market, or as to the probability of 
some large orders affecting the immediate course of prices. 
In the first place, supposing such information be truthful, 
of what importance is it? The speculator cannot hope to 
get his order executed in time so that he can sell out to the 
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large buyer of whose business he has been informed. More- 
over, his attention is distracted from the underlying funda- 
mentals to something purely temporary and unimportant. 
In the second place, such ‘‘information”’ is either the re- 
sult of accident, or of a dishonorable breach of confidence. 
In either case it is bound to be inaccurate and misleading. 

Market Telegrams.—Messages containing information 
about the market, or-even advice as to the probable course 
of prices, are of value when such telegrams contain reasons 
for the thought advanced. The ideas may prove erroneous 
and the advice poor, or the thought may prove sound and 
the suggestion excellent. It matters not which, so long as 
the message contains information upon which the specula- 
tor may ponder to the advantage of clear thinking in refer- 
ence to market problems. He should, however, beware of 
the telegram which contains the sure ‘‘tip,’’ based upon 
nothing at all but the enthusiasm of the sender. The 
thoughtful speculator pays no attention whatever to such 
messages, setting them down either as worthless, or as based 
upon self-interest and therefore treacherous as well as 
worthless. 

Individual Thinking.—In fact, the speculator must do 
his own thinking, and must not attempt to ‘‘ride’’ some one 
else to success. The most foolish mistake that can be made 
in speculation is to buy or sell cotton because ‘‘Jones’’ is 
said to be buying or selling, or because ‘‘Smith’’ said the 
market was going up or down. The resultant loss is dis- 
agreeable, but losses the speculator must expect and learn 
to accept philosophically. The real damage lies in the fact 
that he has weakened his mind by allowing his thoughts to 
dwell upon such piffle instead of upon facts. Do your own 
thinking is a fine rule in speculation. Then you profit by 
your own mistakes. 

Financing Speculation.—As the speculator stands upon 
his own feet mentally, so let him stand upon his own feet 
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financially. The wise speculator neither asks nor accepts 
“‘eredit’’ from his broker. He margins his trades ahead of 
the market and he invites margin calls. Nothing gives a 
man to think so furiously as a request for more money, 
and nothing is so insidiously dangerous as the permission 
to be ‘‘earried’’ by the broker up to a certain amount. The 
one is a reminder that the speculator must be alive to his 
risk and must be alert to think out the meaning of market 
movements ; the other is permission to sleep while the mar- 
ket goes on and leaves him behind. 

Overenthusiasm.—The speculator must never get so 
excited about his side of the market, so confident of his posi- 
tion, that he can see no good in the other man’s point of 
view. Intolerance may or may not be a national sin, but 
it is one of the deadly sins in speculation. There are al- 
ways two sides to every market, and the wise speculator is 
much more concerned to see all the arguments that can be 
brought against his views than he is to bolster up his deci- 
sion by constant reiteration of the wonderful possibilities 
on his side of the market. 

Overtrading.—This is another form of over-enthusiasm, 
a form quite common, more particularly in active markets 
with advancing prices. If indulged in long enough it will 
result in the speculator falling into one of the innumerable 
reactions sprinkled along the path of every market, and 
staying there, while prices move on to the ultimate goal 
he had been predicting. If you will look at the so-called 
‘‘chart’’ of any market movement you will see that prices 
moved not in a straight line to the goal, but upward and 
downward in a series of confusing zigzags. It is as a re- 
minder of the dangers of these cross currents that the chart 
is chiefly valuable. Never overtrade, or you will find your- 
self in the ridiculous position of losing your money and 
your position in a purely temporary ‘‘reaction.’’ 

Overstaying.—Every market has a ‘‘top’’ and every 
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market has a ‘‘bottom,’’ and it is a speculative truism 
enunciated glibly by all and followed by but few, that “‘no 
man ever sold out at the top, or covered in at the bottom.’’ 
No rule can be laid down as to when the top is reached or 
when the bottom is in sight, although it is sometimes cynic- 
ally remarked that as soon as the ‘‘cotton market gets on 
the front page of the newspapers the advance is over.’’ 
All that can be said is that common sense and some degree 
of moderation are essential. A merchant or manufacturer 
considers himself very fortunate with a return of 20 per 
cent on his investment for a year’s business; the same man 
turned speculator wants a 100 per cent return in short 
order, or feels himself aggrieved. The market has a saying 
which covers the point: ‘‘A bull sometimes makes money ; 
a bear sometimes makes money; but a hog never makes 
money.’’ 

Late Trading.—Another fatal error is to get convinced 
by the force of the market itself, and finally rush in to 
either buy or sell, because ‘‘there is no telling how far it 
will go.’’ That may be very true, but the speculator who 
lacked the ability to foresee the movement until it has gone 
so far that its momentum appears irresistible, is the last 
person capable of judging the end of the movement. Never 
be an ‘‘eleventh-hour’’ bull or bear. The market is always 
with you, and if you missed this movement, wait until the 
next. One of the most difficult things to learn in the mar- 
ket is patience, and yet it is an essential in speculation. 

Obstinacy.—Another fault akin to overenthusiasm is 
obstinacy, and it is an insidious fault because it approaches 
one under the mantle of one of the virtues, namely, cour- 
age. Let us look at the man long cotton at 20 cents, be- 
cause he believed the supply would force a still higher 
price. The market hesitates, then starts dcownward. The 
decline continues, it becomes slowly evident the supply is 
larger than predicted and that the demand is poor. But 
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our friend says, ‘“‘I have the money to see my cotton 
through, I know I am right, and all I have to do is to sit 
still and I will come out. It is the market that is wrong, 
not myself.’’ He has no conception of what he has under- 
taken. Every time he sees a quotation he is reminded of 
his troubles ; every time he meets a cotton man he is regaled 
with stories of how low cotton will go. Finally, in sheer 
desire for peace, he sells out and takes a loss beside which 
his original debit appears almost a profit. A very wise 
merchant once said: ‘‘If you are in the market and it move 
against you the first day, sit still: if it move the second day, 
still keep quiet, but study carefully the reasons for this 
movement; if it move violently against you the third day, 
get out at once. You may be right, and it may be a tem.. 
porary reaction, but the chances are all that you have made 
some vital mistake in your calculations.’’ 

Reverse Position.—A speculator should never reverse 
his position at a loss. He has made a mistake in buying 
cotton, he has lost his money, he is tired and sore and men- 
tally incapable of straight thinking. Therefore he should 
not sell out and at the same time go short. The chances are 
eight out of ten he will sell into the inevitable reaction, lose 
more money and more courage. The trade calls that expe- 
rience being ‘‘whipsawed,’’ and it is not a pleasant feeling. 

Constant Shifting—A speculator should cultivate the 
habit of being calm, of being patient. It is fatal to take a 
position in the market at the opening, decide at eleven 
o’clock that your ideas are wrong, make a fresh start, de- 
cide again at twelve that this is wrong, begin once more, 
and so on until the close. No trader can succeed at that 
sort of thing because none of his buying or selling is based 
upon fact. It is all guess work or hearsay, or rumor, or 
just plain folly. The speculator is not a scalper and must 
not act as though he were. He must make up his mind 
after thought and change his views after more thought, 
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Positive Trading —So far we have given a partial list 
of the errors in speculation. We must now turn our atten- 
tion to some of the positive qualities needed by the specu- 
lator. 

Courage.—It is said that most men possess physical cour- 
age; it is fairly certain that only a few men possess moral 
courage. Yet this is a most necessary quality in specula- 
tion. The old saying has it that, ‘‘the market is always 
right,’’ meaning that the price established in open trading 
defies the contrary opinion. But the market may be very 
right and the mob very wrong, and it requires moral cour- 
age to stand against the mob. A speculator must often 
stand alone, or almost alone in his views, more particularly 
after a long continued movement in values. When every 
one is loudly enthusiastic on one side, when excitement is 
intense, when nothing can be seen to stop the market, then 
it is that real courage is needed to disagree with the crowd. 
Yet, unless the speculator possess that courage, unless he 
be willing to forego popularity, unless he be immune to 
pressure, he may miss golden opportunities. 

Honesty.—Another quality essential in speculation is 
honesty, not moral honesty alone, but intellectual honesty. 
The speculator must not deceive himself either as to his 
own ability, his own financial strength, or his own position. 
He must not say, I am capable beyond other men in read- 
ing the market, therefore I alone am correct. He must 
combine with his courage that intellectual honesty which 
can teach any man his own limitations. He must not say 
to himself that he has the means to carry such and such a 
line of cotton when he knows that this is not the truth and 
that a substantial reaction in the market will bring him 
face to face with ruin. It is useless for him to maintain 
that this is the one time such a market movement will not 
take place. If he is thus deceiving himself, he is intel- — 
lectually dishonest, and he will be promptly punished by 
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having that very change in prices occur. Finally, and 
above all, he must not coax himself into the belief that he 
has not really lost money. It seems impossible that a man 
should be able to do this with the facts as shown by the 
market quotations staring him in the face. Yet it is done 
every day. Men will see that the market has declined, that 
they have lost a cent a pound on their 100 May, will sell 
100 July ‘‘against’’ the May and calmly tell you that they 
are ‘‘hedged’’ and will ‘‘work out all right.’’ It is not the 
truth; they made a mistake, did not have the honesty to 
admit it, and will lose their money twice over before they 
escape from such a false predicament. Honesty, complete 
honesty with himself, is the speculator’s only policy. 

Unselfishness.—It will seem like a complete paradox to 
say that the speculator must be unselfish. Yet this paradox 
is curiously close to the truth, and is one reason why there 
are few really successful speculators. He is paid for hig 
services in distributing the cotton crop. He needs a keen 
sense of responsibility in this connection, a strong feeling 
of the rights of others. If he allows a selfish adherence to 
his own market views, or plain greed, to carry him so far 
that his operations either impede the flow of cotton to the 
consumer, or force the price to the producer unjustifiably 
low, then his selfishness will sooner or later react on him- 
self, and his loss will be commensurate with the harm he 
has done. No one can lay down hard and fast rules and 
say, here is the line, above this level it is an outrage on the 
public to force the value of cotton, or below this figure it is 
a cruelty to the farmer to reduce the price of his crop. 
Conditions vary so much from year to year that fixed rules 
are impossible. Yet there is a deadline each way, and the 
history of speculation is filled with chronicles of those 
operators who went to ruin because they presumed to cross 
that line and to carry on their operations until a large sec- 
tion of the country suffered. 
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Judgment.—Finally, and above all, because it can teach 
him all, the speculator must have judgment. That quality 
is so elusive that it cannot be defined, but every one will 
instinctively recognize what is meant. Some men are born 
with judgment and they go far. Some men never seem 
able to acquire judgment and the shores are strewn with 
their wreckage. Some men acquire judgment by long and 
painful experience and much hard work and deep thought. 
Those men are pointed to as the ‘‘commercial genius’’ of 
the day. It is said that genius is the capacity for taking 
infinite pains. Commercial genius is the capacity for hard 
work, thought, the ability to benefit by past experience, in- 
tellectual honesty, and judgment. Perhaps we might say 
that the last word sums up all the rest. Before the indi- 
vidual embarks upon speculation he would do well to ask 
himself whether he can in time attain these qualities, and 
whether he is willing to make the effort needed to attain 
them, Let him be honest with himself, let him disabuse his 
mind of the notion that speculation means ‘‘easy money,’’ 
and then let him decide whether he had best undertake a 
share in the proper distribution of the cotton crop. 

Speculation in Spot Cotton.—Our remarks have been 
intended to apply to all speculation in cotton, futures and 
spots alike. There are, however, a few special cautions 
necessary for speculating in spot cotton. These are the 
more necessary that the speculation in spot cotton is greater 
on the whole than the speculation in futures. 

Intellectual Honesty.—In the first place, the spot specu- 
lator must be particularly careful to be honest with him- 
self about his transactions. Let him beware of the fasci- 
nation of the bale. Many a man has been ruined by the 
thought that because he could actually walk out into his 
warehouse and touch the bales he was a merchant and not 
a speculator. The strength of this delusion is remarkable 
and extends to all classes of people. Because they can 
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touch the cotton they feel themselves elevated on a sort of 

platform of virtue supported by the bales which they own, 
and from which no one should be permitted to dislodge 
them. When the fatal awakening comes and the platform 
falls, the last person they blame is themselves. 

The Farmer.—tThe farmer grows cotton to sell. It is 
true he hopes to sell at a profit, and it is equally true that 
he must sell at a profit over a term of years, or he cannot 
continue to grow cotton. It is equally true that he has a 
perfect right to refuse the first price offered after he has 
brought this cotton to town. There are seasons when he 
owes it to himself to refuse that price and to endeavor to 
secure a higher figure. There is nothing inherently wrong 
in his refusing any price. But let him admit the fact. 
When he does refuse a bid and does ‘‘hold’’ his cotton he 
is long of the market, he is speculating. No amount of 
assertion or argument will alter the fact, and he would do 
far better with his market operations if he were willing to 
admit it. This is no plea for immediate sale under any 
conditions; this is no attempt to persuade the farmer not 
to hold. This is merely a plain statement of fact in the 
hope that when he does recognize the market risk he has 
assumed, he will do better with his market trading than he 
has done in the past. 

The Spinner—Exactly the same truth applies to the 
spinner. If he sells goods ahead and does not cover his 
cotton ; if he sells goods and does not ‘‘call’’ the futures; 
then he is speculating, he is ‘‘short’’ the cotton. No amount 
of argument will alter the fact. Yet how many spinners 
are willing to admit the fact? How many will tell you that 
they are ‘‘assuming a merchandise risk’’? How many be- 
lieve that they should somehow be immune from the com- 
mon lot of the speculator and always guaranteed a profit? 
Once again this is no argument against the spinner selling 
before he buys. The exigencies of trade may compel him 
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to do so, to assume the market risk, just as the exigencies 
of trade have forced the farmer to go long. But the spin- 
ner, like the farmer, would do far better with his market 
trading if he were honest and admitted the fact. Then he 
would be aware of his risks and keen to judge of market 
conditions. 

Merchants.—We need spend little time on the merchant 
and his speculative risks in spot cotton. There never was 
a merchant who was not forced to take a speculative risk 
at some time. Merchants, however, are so accustomed to 
the fact that they seldom deny it. They are fully aware 
of their speculation and keenly alive to market conditions. 

Overstaying—Due in large measure to lack of intellec- 
tual honesty, to the failure to recognize the market risk, 
the greatest curse in spot speculation is overstaying the 
market. The farmer will shrewdly estimate the market 
situation, will hold a portion of his crop for higher pricg 
and will then allow himself to be so carried away with thé 
prospect of famine prices that he will wait while foreign 
cotton takes his market away, or while trade declines, until 
there is a collapse in the cotton market. His profit is very 
largely wiped out. In some years he has an actual loss, and 
then we hear tiresome tales of ‘‘conspiracies’’ to excuse his 
own blundering. The spinner will sell goods, will see the 
price of cotton decline, will not cover, and then, when the 
market does turn, will be scrambling for cotton at a sweet 
loss and loudly asserting the speculator has ruined him. 
He forgets that he is a losing speculator himself, unwilling 
to take his medicine, and unwilling to honestly own up it 
was his own fault. 

The truth is, both farmer and spinner at such times tried 
to overreach themselves. Neither recognized the other man 
at all; neither recognized the rights of the community, and 
neither succeeded. 


Summary.—Speculation is a method of assisting the dis- 
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tribution of both supply and demand, so that they will meet 
the more constantly and easily for the benefit of the whole 
community. It is easy to forget this fact in the fierce glare 
of our own little selfish interest. It is much simpler to look 
at speculation solely from our own standpoint. But, so 
surely as the speculator persists in thus thinking, so surely 
will he get into serious difficulties, whether he be farmer, 
merchant, trader, or spinner. He must grasp the fact that 
the underlying reason for all market activity is the fair 
and equitable distribution of the cotton crop. He can only 
succeed, he can only gain a competence at his chosen pro- 
fession, because he does recognize the rights of the commu- 
nity, and because he has prepared himself by hard work, 
bitter experience and constant thought, to so conduct his 
operations as to facilitate the distribution of the cotton 
crop. 


CHAPTER XXXVII 
SPECULATION AND THE COMMUNITY 


Speculation and the Community.—It is difficult to look 
at speculation from the standpoint of the community. We 
all know the individual personally; we like him; we are 
aware of his immediate difficulties; we are sensitive to his 
complaint that these difficulties constitute an injustice; we 
are eager to have this injustice corrected out of hand. The 
community is not known to us; we do not feel sympathy 
with that mass of humanity which we call society ; we are 
indifferent to the results of our attempts to correct indi- 
vidual injustice. Suddenly we ascertain that the commu- 
nity includes ourselves, we cannot understand why there is 
trouble from the new laws or regulations; we do not appre- 
ciate that apparent injustice to the individual may accom- 
pany substantial justice to all. In the court room justice 
is painted as a blindfold figure. It is not different in the 
market place, for the equitable distribution of commodities 
is carried on blindly, and when the bandage is removed 
and an attempt made to balance the scales by sight, the 
results are not always happy. The open market does great 
injustice to individuals at times, but in the long run the 
scales are balanced the more easily that the eyes are blind- 
fold and the troubles of the individual do not distract the 
vision. 

Speculation is a means of aiding the distribution of any 
commodity, in our case, cotton. It is ‘‘the agent for equal- 
izing supply and demand and rendering the fluctuations of 
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be.’’ But speculators are human beings, and speculation, 
the result of human endeavor, is blind and contains the 
possibility of evil. 

Incompetent Speculation.—Large sums of money are 
lost in the cotton market by incompetent speculators, and 
these losses are an economic evil for the community. Men 
cannot dissipate their savings in idle and incompetent 
speculation without detriment to society. New enterprises, 
improvements and extensions of old enterprises, the public 
service, all need to be financed; and the money for this 
financing must come from the savings of the community. 
Society suffers when the savings are lost and are not avail- 
able for investment. There is no escape from the fact, and 
yet there may be reasons why the evil is essential. The in- 
come tax is drawn from savings, and the income tax, when 
the money is wasted by government—and all governments 
are wasteful—is an evil for the community, an evil of the 
same general character as incompetent speculation. Yet 
the income tax can be defended on the ground that it is the 
fair method of distributing the burden of taxation, which 
all must bear if orderly government is to continue. Specu- 
lation is an evil when the savings of the community are 
foolishly dissipated, but speculation can be defended as a 
fair method of distributing the losses incident to the mar- 
keting of any commodity. It is better to endure the loss 
and injustice to the individual than it is to interrupt the 
ordinary course of the markets with results no one can 
predict. 

Speculation at High Prices.—It is claimed that the oper- 
ations of the speculator, regardless of the rights of others, 
indifferent to the sufferings of the community, intensify 
the evil of short supply and high prices by driving the 
market higher and still higher. A very good case can be 
made out along these lines by carefully selecting the par- 
ticular era on which to base the argument. There is no 
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doubt that evil does thus arise from speculation, and that 
for the moment some crisis may be intensified. We may 
later come to believe that the compensations outweigh even 
this evil. 

Speculation at Low Prices.—If you will carefully select 
the correct season you can go far to prove that reckless 
short selling and reckless speculative predictions have done 
much to intensify some crisis of oversupply and low prices. 
You will have a bit more trouble establishing your case, 
because, as we have seen, the fact is that speculation is sel- 
dom very active at low prices. Still, let us waive that 
point, let us admit the evil does exist, we may later come to 
believe that here also there are compensations. 

Regulation.—High prices press upon a large section of 
the community and cause much indignation; low prices 
press upon the farmer severely and cause equal indigna- 
tion. Moreover, the consumer feels he should obtain his 
goods at a lower price; the farmer feels he should receive 
more for his product. Both attack the merchant or dis- 
tributor and assert that he gets more than his share. This 
position is not always easy to maintain, so both consumer 
and producer then attack speculation as the evil which 
wrecks their hopes. This it is easy to do, because injustice 
is sometimes apparent, and the evils of speculation are also 
apparent, while the advantages must be found after a care- 
ful examination of the whole question. We have many 
propositions for the correction of abuses in marketing and 
most of these proposals simmer down to some sort of scheme 
to check speculation. 

Government Control.—The most drastic of all these sug- 
gestions has been the idea that the Government through 
some department or bureau should manage the distribution, 
eliminating all waste of both merchant and speculator, 
giving the farmer a full price for his crop and selling that 
crop to the consumer at a low figure. This Utopian idea 
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was rather rudely shattered during the War. It is for- 
tunate for the present generation that we have ample ex- 
perience of ‘‘Governmental control’? and “Government 
administration’’ of this and that during the war years. 
Loss was inevitable in those troublesome times and the les- 
son probably cost less than it would in a more normal situa- 
tion. There is nothing new in the thought that the govern- 
ment should manage the distribution and fix the price of 
essentials. The scheme was tried out unsuccessfully in the 
time of the Romans; some historians have maintained that 
the government mismanagement of the grain trade was one 
of the primary causes of the collapse of the Roman empire. 
Certainly no one will maintain that Government control 
worked satisfactorily in any country in any commodity 
during the War. This is not to criticize the managers of 
these government bureaus ; they had an impossible task, 
and they probably did as well as any mere men could do. 
It is like the merchant who was asked what he thought of 
the appointment of a certain man as “‘administrator.’? He 
replied, ‘‘As a man I consider him earnest, unselfish, sin- 
cere, hard-working and intelligent, a most excellent ap- 
pointment; as a substitute for the Almighty, I fear he is 
doomed to be a sad disappointment.’’ 

Suggested Curtailment of Speculation.—Most authori- 
ties have agreed that management of marketing by the 
government alone is unworkable. They next turn to the 
thought that if only speculation can be curbed, the rest of 
the market can be trusted to operate with justice. Here 
again the first idea is to abolish speculation entirely. This, 
it is thought, can be done by closing the organized Ex- 
. changes. The larger speculation in spots escapes attention 
entirely; it is the speculation in futures which is to be 
ended. In every second generation this proposal is urged 
with vehemence, and the cotton exchanges were within an 
ace of being closed in the nineties and again in the first 
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decade of this century. The troubles of 1914 cast a bril- 
liant light upon the attempt to market a large crop of 
cotton without the machinery of the exchanges so that in 
recent: years the proposition to close down future trading 
entirely is not so popular. However, it will no doubt re- 
appear in force at some later date. 

Regulation.—The next thought is that without destroy- 
ing the future market, now realized to be essential, specu- 
lation can be curbed by regulation of those markets so 
that it is no longer an evil. The proposals brought forward 
are usually tinged with bias one way or the other; that is, 
the producer desires regulation which will prevent the price 
of his product from declining; the consumer wishes such 
regulation as will prevent the price of his raw material 
from rising to high levels. Both unite in casting the blame 
for all their difficulties upon speculation; both are per- 
fectly sincere in the belief that their proposal is eminently 
fair and just to all. We need not go into detail with all the 
various schemes brought forward to regulate speculation ; 
to do so would be to fill a volume. 

Difficulty of Regulation.—There is one fundamental 
error in all the regulations proposed, and that is, they are 
unworkable unless they are prohibitory, and in the second 
case they are unenforceable. You can, of course, practi- 
cally stop trading in futures on an exchange, no account 
being taken of the legal aspect of the matter. When you 
have done so, you have vastly increased speculation by pre- 
venting hedging and forcing all merchants to speculate 
constantly. Moreover, you have also fostered illicit and 
illegal trading behind the back of the authorities. Every 
one can cite an instance of that sort of trouble in war times. 
If you set out to stop speculation at a certain price because 
that is high enough, then that becomes the minimum not 
the maximum, and frightened individuals are buying all 
they can acquire under cover of darkness. If you set a 
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minimum price, that becomes the maximum, the holder of 
your commodity frightened sadly lest he never can sell, is 
offering in every direction under your price. If you try 
to place a limit upon an individual’s trading, you soon 
discover that you have checked the transactions of large 
merchants who fear the consequences of evasion of law, 
and not at all checked the thoughtless speculator who is 
doing his business in half a dozen names. 

Results of Regulation.—In short, the market is so many 
sided, there is so much to be considered, the machinery is 
so delicate, that it is best left alone. Incompetent tinker- 
ing results in disaster; any tinkering, unless done with 
the utmost care, often results in the most extraordinary 
and unexpected difficulties, and frequently causes the very 
evils at which it is aimed. The suppression of the Gold 
Board in 1864 to reduce the premium on gold is the classic 
example of this sort of boomerang action. 

Duty of the Trade.—The fact that it is almost impossible 
to regulate these matters by inelastic laws or governmental 
interference imposes a serious duty upon the cotton trade 
itself. They must endeavor to hold down incompetent 
speculation and to prevent excessive trading in either direc- 
tion. They know the actual facts, they know the best means 
of accomplishing the desired effect, and they are not likely 
to carry regulation to the point. where the community is 
harmed by interference with marketing. 

Exchanges.—It is the duty of the exchanges to strictly 
enforce their own rules which are sufficient to check much 
of the abuse. The exchange authorities have been awak- 
ened to the necessity of controlling their members and, in 
the past twenty years, they have strengthened many of their 
rules and have adopted new regulations, such as the rule 
in New York prohibiting the giving of ‘‘credit’’ to any 
one not engaged in the cotton business. The exchanges are 
much more active in attempting to enforce their rules than 
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is generally appreciated. They are averse to scandal, if it 
is possible to avoid it and get results; but, having served 
on the Supervisory Committee in New York myself, I can 
state with first-hand knowledge that more discipline is en- 
forced than the public are aware. It is the duty of the 
exchange authorities te be most vigilant in these matters; 
it is the duty of the individual members to pay close atten- 
tion to the transactions in their own offices and endeavor 
to check the undesirable trading. A great step forward 
was the institution of the rigid margin requirements of the 
clearing house which has compelled close attention to the 
protection of outside accounts. The incompetent are best 
held down by the initial cost of trading, or, to put it more 
correctly, by the requirement of a high original cash mar- 
gin. The clearing house rules are also directed against 
excessive speculation at extremes because the amount of 
margin can be, and is, increased as the market becomes 
dangerous. ; 

Merchants.—All merchants owe a duty to the trade in 
compelling their clients to act in a reasonable manner. 
Errors of judgment will occur, and the clearing house 
margin requirements are a constant check in the futures 
market. So far as spots are concerned, the merchant should 
endeavor to keep down speculation at high prices, and he 
should also endeavor not to add to the trouble at low prices 
by making panic-stricken statements. It has been said 
many times that the southern merchants should not allow 
farmer customers to carry cotton at very high prices with- 
out very large margins. The merchant knows this to be a 
true caution, but the pressure to violate the rule is very 
great. It is always alleged that to stick to sound business 
principles in such matters is to prevent the farmer from 
‘‘holding’’ for profitable prices. The true caution is not 
such a rule at all, but to prevent his overstaying the market 
after the high prices have been reached. 
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Bankers.—The banks are charged with the same sort of 
duty. They can do much to control excessive high-priced 
speculation, and they can do an equal amount to restore 
confidence, carry cotton and prevent disastrous loss at low 
figures. Truth to tell, they do the latter very well, but there 
have been times when they were carried away in the South 
with high-priced cotton, and in the North with high-priced 
goods. 

Advantages of Speculation.—Speculation should pre- 
vent extreme prices and should ‘‘render fluctuations less 
abrupt and violent.’’ These two objects are actually ac- 
complished by open trading, although it is often difficult 
to realize the fact, simply because we are so dazed by the 
immediate detail we do not comprehend the whole picture. 

Speculation at High Prices.—The desire to profit by a 
short supply and high prices will often permit the wide 
distribution of that supply and will actually prevent the 
extremes to which the price might be carried. We will say 
that, in the spring the supply of cotton is fairly normal, 
and the prospect for the new crop is also fairly normal. 
Under such conditions the markets are quiescent, with little 
outside speculation. The summer goes on and the weather 
is unfavorable, insect damage increases, and it becomes 
possible the yield will be small. At once you have specu- 
lation enter the market and prices begin to advance. That 
movement is a notice to all users of cotton and cotton goods 
that there is danger of a small supply. The thoughtful 
prepare for the emergency by acquiring a reserve stock of 
cotton and goods. It may be said that these purchases and 
holding back of these reserves increase the price. This is 
true, but the parable of the wise and foolish virgins may 
be recalled. Moreover, you cannot induce people to econo- 
mize by advice alone. The force of necessity must be felt 
and the easiest way to make that force appear is the pres- 
sure of the rising price. If you have a crop of ten million 
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bales, a reserve supply carried over from the last season 
of a million bales and a consumption of thirteen million 
bales, somehow the world must do without two million bales 
of cotton. There is no escape from the fact; the question 
is simply what is the least troublesome way to bring about 
the economy. If you allow no ‘‘forestalling,’’ if you say 
no one shall build up a reserve because that forces the price 
higher and the weaker cannot in their turn get supplies, 
then you come to a time when there is no cotton at all. 
Mills are closed down, unemployment is general, clothing 
is scarce, actual deprivation is present. The problem is 
the same as shipwrecked sailors at sea with a limited supply 
of food and water. Stern necessity compels the enforce- 
ment of disagreeable discipline, the food and drink of each 
individual is reduced to a minimum and held there, the 
weak suffer more than the strong, but the community as a 
whole has a better chance to survive. Speculation and ad- 
vancing prices are often cruelly hard upon the individual, 
but unless discipline is enforced and the small supply 
thereby eked out, great suffering and final disaster will 
overtake all. 

Breakdown in Speculation.—At the end of such a move- 
ment in the market the excitement is always very great and 
the trading by the incompetent always increases rapidly. 
The largest speculative interest is always in spot cotton, 
but even a 20 per cent speculative interest in the future 
market is a danger to the individual speculator. The price 
has been forced to a point where curtailment in the use of 
cotton has begun, and where all the foreign cotton available 
is being used in place of the high-priced American crop. 
The result is, first a flutter in the volatile future market, 
then a selling movement, then a violent decline, with a 
subsequent liquidation of speculative spot cotton lasting 
for months. The individual losses are severe, but the com- 
munity was spared the actual price which would have 
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closed the mills. It is always said, ‘‘the market must reach 
a level where the mills shut down, the supply is so small - 
this is inevitable.’’ The fact is, in actual experience this 
never comes to pass because the result of speculation, in- 
competent speculation if you will, is to afford a safety valve 
which blows off in time. Instead of great deprivation on 
the part of the community, general unemployment and 
widespread suffering, we have severe individual losses and 
a market which failed to reach its logical conclusion in that 
the famine price was never attained. 

Short Selling.—The collapse may easily go too far, in- 
deed it usually does go too far. Once you start the liquida- 
tion of a speculative account there are only two factors will 
stop the market. The first is the need of the world for 
eotton which will eventually bring a buying power, and the 
other is the speculative short interest. Long before the 
actual collapse has started the speculator of experience is 
trying to ‘‘reach’’ for the top. He sells cotton short, he 
is wrong and covers at a loss, his purchases adding to the 
prevailing excitement; he tries again, he covers again; he 
tries once more, until finally he does get some cotton out 
around the high prices. The extent of the decline, the fall 
in the price, depends very largely upon his success in get- 
ting a ‘‘line’’ of short cotton out before the break really 
commences. Outside of his selling, the demand of the eager 
incompetent is supplied by the trade alone. That is to 
say, merchants all over the world are eager to sell futures 
as a hedge against cotton on hand. They have sold those 
contracts as a protection against the very break in prices 
which occurs, and they will not, therefore, cover their sales 
until they are satisfied they no longer need the protection. 
They await the revival of the world demand at a more 
reasonable level of prices, and they are useless as a support 
to the rapidly falling market. The rapidity of the decline 
in turn checks the demand for cotton and cotton goods 
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until people can see just where the liquidation will end. 
The speculative short seller, however, sold his cotton for 
the express purpose of making a profit on such a decline. 
He is eager to get that profit in bank, a short is never en- 
tirely happy in his position. He is then a buyer all the 
way down, and if, happily, he has been able to sell enough 
cotton before the slide began, first his purchases are in 
volume sufficient to cheek the market, and later to attract 
the trade demand, when it is seen that, after all, cotton does 
have a value. It is customary in all such seasons to repre- 
sent the short seller as a sort of piratical parasite whose 
evil doing has caused all the trouble. The thought is a 
solace to the injured individual, but it has no place in any 
serious summary of the market situation. 

Speculation at Low Prices.—Here the situation is much 
more simple, since all can see the advantage of attracting 
buyers to a market clogged with supplies. The crop is 
large, business is poor, the volume of cotton pressing for 
sale has weighed down the market for so long a time that 
all the unthinking are convinced cotton has but little value, 
and may go to almost any absurd price. It is true that the 
speculative interest is not so large as at high prices, for the 
incompetent are not so much attracted to the short side, 
but there is sufficient cotton sold short to tell very much 
against the price and to intensify a critical situation. As 
was the case at the top of the bull market, it is said that 
nothing can appear to alter the outlook, ‘‘cotton must go to 
a price where there is no doubt it is the cheapest commod- 
ity on earth, and then only slowly will it recover.’’ For- 
tunately for the community, these dire predictions never 
come to pass. The closest they ever did come to actual ful- 
fillment was in 1914, when the exchanges were closed, and 
speculation was supposedly extinct. Then we were pas- 
sionately invited to ‘‘buy a bale at ten cents’’ and the 
exchanges were asked by resolution to reopen at once. In 
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an ordinary market the process on such a decline is the 
reverse of that at the top. The experienced speculator 
begins to ‘‘feel’’ for the bottom, he buys and is wrong and 
sells out at a loss; he goes in and out the second, possibly 
the third time, at a loss; finally he gets some cotton and the 
market goes up. The moment the advance seems at all per- 
manent the mills rush in to acquire cotton at a cheap 
price against future needs, and the enormous supply about 
which we have heard so much for so long is no longer a 
weight upon the market. Curious to relate, the more the 
speculative buyers acquire before the advance starts the 
higher the market will go before a reaction. This is the 
reverse of the situation on the short side, and is due to the 
fact that the buyer knows the possible extent of his loss 
and is in doubt as to the possible extent of his profit. He 
is not eager to sell out; on the contrary, he never contem- 
plates doing so until the market begins to show signs of a 
reaction. 

Speculation an Aid to Distribution—These examples of 
the result of active speculation both at high prices and at 
low prices are examples of the evil speculation will do the 
individual at the same time that good is resulting to the 
community. There is a function of speculation which aids 
both the individual and the community. In the marketing 
of any commodity there come times when the momentary 
supply is greater than the demand, or when the momentary 
demand is greater than the supply. It is the proper func- 
tion of speculation to tide over such gaps in an orderly 
manner and without the wide fluctuations in price other- 
wise to be expected. It was the misfortune of the war 
years that speculation in cotton was limited to American 
and was almost entirely lacking in Europe, where the pres- 
sure of the War was most keenly felt. The cotton market 
from 1914 to 1920 sadly lacked the speculative balance 
wheel. We have remarked before the tendency of Ameri- 
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can markets to lay the greater stress upon the factor of 
supply. The fact was well illustrated in 1914-1920. When 
the markets reopened for trading there was a demand from 
Germany based upon the idea that they would speedily win 
the War, when cotton at six or seven cents would be of great 
value. On the other hand, the demand from the balance of 
Europe was entirely lacking. Oppressed with the tragedy 
of the War, or else actually engaged at the front or in other 
war work, the speculator in England, France, or Italy was 
in no mood to buy anything. The cotton market hung 
around the low prices all the winter of 1914-1915, the Ger- 
man demand proving sufficient to prevent any further de- 
cline, but the speculator in America still overpowered by 
the sight of the enormous supply of cotton. Only when the 
so-called ‘‘war-boom”’ in securities began did the American 
public discover the potential profit in eight-cent cotton. 
Once they had discovered that fact, there was no limit to 
their ideas of price. Of course, one cannot analyze the ad- 
vance in cotton during the war solely upon the basis of 
speculative considerations, since the underlying factors 
were always in favor of the higher price level. What we 
are attempting is simply to call attention to the fact that 
speculation being entirely from America was concerned 
solely with the possibility of higher and still higher levels, 
and gave no consideration to the other side of the market. 
The result was, that whenever some sudden incident oc- 
curred against the market, or whenever the price overtook 
and passed the actual trade situation, we had most violent 
and unexpected declines in price. It is not necessary to 
go into detail, but we might mention the so-called ‘‘Lusi- 
tania panic,’’ the so-called ‘‘peace panic’’ in the late fall of 
1916, the ‘“‘submarine panic’’ on February 1, 1917, the 
“export panic’’ in the spring of 1918, and the ‘‘armistice 
panic’’ in the fall of 1918. Each and every one of those de- 
clines was unexpected and terrifically violent, and in each 
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ease the lack of a speculative short interest was deplored. 
This was due to the fact that all the speculation in the mar- 
ket was of American origin, the small amount of English 
speculative trading following the American lead, with the 
result that no account was taken of anything but the sup- 
ply. A balance wheel was never present. 

In Normal Times.—The war years are cited as an excel- 
lent illustration of the failure of speculation, in common 
with everything else, to act normally. At the top and at 
the bottom, with unparalleled violence speculation played 
its usual réle of stopping markets short of their ultimate 
destination. In the matter of the intermediate fluctuations 
speculation did not do its part in the orderly distribution 
of the crop. When some unexpected event takes place, it 
is the speculator rushing in to take advantage of the op- 
portunity who checks the violence of the movement. In 
ease of a sudden access of supply, evidently temporary in 
nature, it is the speculator who will buy the cotton with the 
idea of reselling at a profit when the flurry is past. In case 
of a sudden increase in demand, evidently temporary in 
nature, it is the speculator who sells short the cotton with 
the idea he can soon cover at a small profit. Finally, it is 
the so-called ‘‘scalper’’ who stands in the gap, both in 
spots and futures, between the buyer and the seller. Or- 
ders do not always synchronize either in the southern town 
or around the future ring, and the speculator is paid for 
his services in buying what is for sale, or selling what is 
wanted at the moment. His services are very valuable in 
this respect, for the knowledge that cotton can be bought 
or sold instantly without any appreciable sacrifice is the 
basis upon which the merchant distributes the crop for a 
small return to himself. If the risk increases, if he cannot 
instantly ‘‘turn around’’ as the market puts it, if he cannot 
always find a buyer, or always find a seller, the merchants’ 
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risks are thereby increased, and as they are increased, 80 
must his charges be increased, or he cannot survive. 

Summary.—Speculation has its evils, and they are not 
evils to be lightly cast aside, but speculation plays a most 
important part in the marketing of cotton. Without specu- 
lation, it is difficult to see exactly what might be the cost of 
getting the bale from the plantation to the mill. It would 
undoubtedly be far greater than it is to-day and all classes 
in the community would suffer. Justice Holmes of the 
United States Supreme Court summed up the whole case in 
the following opinion?: 

“As has appeared, the plaintiff’s Chamber of Commerce 
is, in the first place, a great market, where through its 
eighteen hundred members is transacted a large part of the 
grain and provision business of the world. Of course, in a 
modern market contracts are not confined to sales for imme- 
diate delivery. People will endeavor to forecast the future 
and to make agreements according to their prophecy. 
Speculation of this kind by competent men is the self- 
adjustment of society to the probable. Its value is well 
known as a means of avoiding or mitigating catastrophes, 
equalizing prices, and providing for periods of want. It 
is true that the success of the strong induces imitation by 
the weak, and that incompetent persons bring themselves 
to ruin by undertaking to speculate in their turn. But 
legislatures and courts generally have recognized that the 
natural evolutions of a complex society are to be touched 
only with a very cautious hand, and that such course at- 
tempts at a remedy for the waste incident to every social 
function as a simple prohibition and laws to stop its being 
are harmful and vain.”’ 
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ing, 395, 396 

—in 1910, 393 

——investigation of, 393, 395 

—in 1920, 58 

—reeent, 392, 393 

—right attitude towards, 218 

Cornwall, George, 208 

Cotton, a “cash crop,” 20, 179 

—as chief United States ex- 
port, 116 

—unmerchantable, 110 

Cotton acreage, abandonment 
of, because of rain, 21 

—annual, variation in, 19 

——Department of Agricul- 
ture, estimate of, 19 

——influence of country bank 
upon, 140, 141 

—early rains and, 29, 30 

—economic factors in deter- 
mination of, 20 

—expansion of, and weevil con- 
trol, 23 

—farm animals and, 21 

—farm labor and, 21 

—fertilizer and, 22 

—finances and, 21 
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—maximum possibilities of, 2 

—price and, 20, 21 

“Cotton afloat,” meaning of 
term, 209 

Cotton bales. See Bale 

Cotton Bank, method of opera- 
tion of, 294 

—relation of, to Bank of Eng- 
land, 294 

Cotton belt, divisions of, 3 

—extent of, 2 

—influence of annual rainfall 
on, 2 

—influence of invention of cot- 
ton gin on, 2 

—old, 2-16 

on blooms, description of, 


Cotton buyers and shippers, 
operations of, 178, 179 
—routine of firm organization 
of, 178, 179 

—world-wide selling of, 179 

Cotton consumption, abnormal- 
ity of last few years in, 
125 

—“takings” of American cot- 
ton during last five years, 
124 

—world “takings” during last 
five years, 124 

Cotton corners. See “Corners” 
in cotton 

Cotton crop, American, 1-19 

—annual, trade basis for esti- 
mation of, 20 

—as a cash proposition, 20 

—effect of droughts on, 34-36 

—effect of hot winds on, 35 

—effect of wet falls on, 37 

—estimation of, value of Cen- 
sus Bureau ginning reports 
to, 258 

—-—value of Government con- 
dition reports to, 257 

—frost dates and, 36 


INDEX 


—grade. See Grade, cotton 

——percentage of, 367 

—in June, prospects of, 3 

—possible loss of, meaning of, 
126 

—-profitableness of, 20 

Sogn control and future of, 

—of, 1903, 49 

—of 1904, 49, 50 

——effect of Russo-Japanese 
War upon market prices 
of, 50 

—of 1905, 50 

——effeect of threatened Revo- 
lution in Russia upon mar- 
ket prices of, 50 

—of 1906, 50, 51 

——effect of Mobile hurricane 
upon, 50 

—of 1907, 51 

—of 1908, 51 

——fall in market price of, 51 

—of 1909, 51, 52 

—w—prevalence of corners in 
cotton market of, 52 

—of 1910, 52 

——effect of disturbances in 
China upon market price 
of, 52 

—of 1911, 52, 53 

—W—drop in market price of, 
53 

—of 1912, 53 

— —effect of Balkan War upon 
market price of, 53 

—of 1913, 53 

—of 1914, 54 

—of 1915, 54, 55 

——effect of Galveston storm 
upon, 54 

—of 1916, 55 

——pbreak in market price of, 


55 
—of 1917, 56 
——high market price of, 56 
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—of 1918, 56, 57 

— —effect of drought upon, 56 

——effect of War upon mar- 
ket price of, 57 

—of 1919, 57 

——effect of War upon mar- 
ket price of, 57 

—of 1920, 57, 58 

——market fiuctuations in 
price of, 57, 58 

—of 1921, 58, 59 


_ Cotton cultivation, 19 


—irrigation in, 17, 19 

—rules for, 29 

—scientific, Department of 
meen e literature on, 

Cotton dangers, country dam- 
age, 101, 102, 103 

——water pack, 103 

Cotton deliveries, physical 
preparations for, 223 

—right attitude toward, 219 

Cotton exchange. See name 

—place of, in very large cot- 
ton markets, 188, 189 

Cotton farmers, independent, 
131, 132 

“Cotton for future delivery,” 
meaning of term, 209 

Cotton Futures Act, and dan- 
gers of a squeeze, 396, 397 

—low middling amendment 
clause to, 365 

—regulation of, on tagging, 214 

Cotton fruiting, 31 

—effect of weather conditions 
on, 33 

Cotton gin, invention of, 64. 
See also Gin 

— —effect of, on cotton belt, 2 

—first mechanical step in cot- 
ton marketing, 155 

Cotton-growing region, new, 
area of, 17 
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Cotton “louse,” 
of, 38 

Cotton manufacturers, associa- 
tion of, 285 

Cotton market, as element in 
basis, 336 

Cotton marketing, distance and, 
167 

—influence of country bank on, 
140, 141 

—value of speculation to, 462 

Cotton merchants, need of 
financing of, 179, 180 

—profits of, 151 

“Cotton on the spot,” meaning 
of term, 209 

“Cotton out of store,” meaning 
of term, 280 

Cotton pests, major, control of, 


destructivity 


—minor, Department of Agri- 
culture on, 39 

Cotton planting, burning of old 
ee as preparation for, 
2 

—fall preparation for, 23 

—winter plowing in, 24 

—winter preparation for, 23 

Cotton producers’ associations, 
143 

Cotton seed, weight of, 69 

Cotton seed cake, 70 

Cotton seed hulls, 70 

Cotton seed meal, 70 

Cotton seed oil, annual produc- 
tion of, 70 

—mills, existence of, 70, 155 

—uses of, 70 - 

Cotton-seed products, value of, 
69 

Cotton seed residue, uses for, 
70 

Cotton specialty firms, 191, 192 

Cotton “squares,” description 
of, 31 
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Cotton standards. See Stand- 
ards 

“Cotton to Arrive,” meaning of 
term, 209, 220 


Cotton Trading Corporation, 
320 


Cotton valuation, 75 
Cotton valuing, by weight, 99- 
109 


Country banks, 139, 140 

—and “eash crop,” 139, 140 

—and cotton acreage, 140, 141 

—and fall cotton marketing, 
140, 141 

“Country damage,” avoidance 
of, 101, 102 

—cost and losses of, 101 

—prevalence of, 101, 102 

Country merchant, and futures, 

2 


—and hedges, 402 

—as agent, 175, 176 

—as manager of warehouse, 158 

—as the original “retail” dealer, 
174, 175 

—increasing importance of, 
138, 139 

—relation of, to larger interior 
markets, 177, 178 

Country railroad bills of lad- 
ing, 161 

“Covers, to,” meaning of, 228 

Creamy cotton, as affected by 
1922 Revision of Stand- 
ards, 87 

—eauses of, 80 

“Creek” cotton, possible staple 
of, 89 

“Creeks,” meaning of term, 11 

Crenshaw, W. G., 208 

Crop conditions, as an element 
in basis, 336 

Crop ginned, percentages in, 61 

Crop lien notes, acceptance of, 
by supply merchants, 139 
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—early acceptance by factors, 
135 

Croppers, as tenant farmer, 
132 

Current deliveries and long 
hedges, 390, 391 

Custom ginning, 69 

Cutworms, injury to stands 
done by, 38 

—reduction of, through winter 
plowing, 24 


Daily Circular, New York Cot- 
ton Exchange, contents of, 
255, 256 

Dallas, as official spot quotation 
exchange, 284 

—as “spot” market, 217 

Damaged cotton, 101, 102 

December, and the hedge, 387 

Defaults, ruling regarding, 224 

Defoliators, army worm, 38 

—control of, 38, 39 

—red spider, 38, 39 

Delayed certification form, 220 

Deliveries, active and inactive, 
240, 241 

—and the hedge, 387 : 

—effect of constantly changing 

de differences upon, 353 

—on future contract, 225 

Delivery costs, as element of 
basis, 334 

Delivery months, active, 240 

—inactive, 240, 241 

Delta, the, extent of, 8, 9 

—overflow land in, for cotton 
planting, 10 

—-size of plantations in, 11 

Delta and Pine Land Co, 
weevil-poison dusting ma- 
chine of, 44, 45 ; 

Delta Company, weevil-poison- 
ing practice by, 46 
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Delta ae breaking strength 
ol, 

—compared with American- 
Egyptian, 9 

sp gt with Sea Island, 

5] 

—demand for, 11 

—staple of, 9 

Delta cotton crop, 
weevil upon, 9 

—size of, 10 

—vigor of plants in, 10 

Delta district, use of roller gin 
in, 69 

Delta Laboratory, experiments 
at, for weevil poisons, 43 

Demands, method of procedure 
with, 222, 223 

—official form of, 222, 223 

Denmark, 1921 American cotton 
importation of, 202 

Directors, power of decision of, 
on margin amount, 267 

Direct settlement, New Orleans 
Cotton Exchange, 277, 278 

Discount, abnormal, 389 

—in spot cotton selling, 333 

—tendency to narrowing of, 
390 

—wide, effect of, upon basis 
loss, 352 

— —effect upon basis, 352 

—1920, losses from, 370, 372 

Discretionary order, 243, 244 

Disputed trades, methods of 
procedure in, 233 

Distressed cotton, handling of, 
320-322 

Distribution, as affected by 
speculation, 459-462 

——during panics, 460 

—w— in normal times, 461 

“Dockage,’ avoidance of loss 
from, 62, 63 

—decision regarding, 100 

Docket, meaning of, 294 


effect of 
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“Dollars per bale,” meaning of, 
228 

Domestic shipments, financial 
routine regarding, 185 

Droughts, agent in weevil con- 
trol, 14, 41, 42 

—and “blooming at the top,” 
34, 35 

—effect of, upon cotton crop, 
34, 35, 36, 56, 57 

—w—upon staple, 94 

Dry cotton, necessity for in 
ginning, 68 

Dufais, F. F., 208 

Dust and sand packs, as un- 
merchantable cotton, 111 

Dusting machines, against wee- 
vil pest, 44, 45 

Dutch post-war cotton impor- 
tation, 200 

Dynamite, use of, in bringing 
up subsoil, 26, 27 


Early bolls, and weevil pest, 42 
Early cotton, and weevil pest, 


11 

—from South Texas, 15 

Early rains, as making for 

abandoned acreage, 29, 30 

making of inadequate 

rootage, 30 

—effect of, upon weevil, 29, 30 

Early seed, and weevil pest, 43 

East Indies, annual cotton 
crops of, 117 

Easton, Charles A., 208 

Egypt cotton crop, 117 

—annual, 117 

—as competitor of American 
varieties, 117 

Egyptian bale versus American 
bale, 109 

Egyptian cotton, Liverpool as 
future contract market for, 
289 


—as 
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Egyptian future contract, Liv- 
erpool Cotton Association, 
form for, 296 

Egyptian future market, Liver- 
pool, as hedge for extra 
staple cotton, 338 

Egyptian market, effect of War 
upon, 297 

—effect of weevil upon, 297 

—fluctuations in, 297 

—trading in, 297 

Empire Cotton Growing Cor- 
poration, proposal regard- 
ing grant to, 122 

European cotton importation, 
1921, 199-202 

— importer, and hedges, 

—use of future markets by, 400 

European ports, warehouse fa- 
cilities in, 164, 165 

European War, effect of, upon 
cotton crops, 54-57 

—-—upon linters, 55, 56 

“Even” on the market, meaning 
of, 229 

Even running lot cotton, com- 
pared with “run of the re- 
ceipts,”’ 325 

Even running spot cotton, re- 
lation of, to future con- 
tracts, 333 

Exchange, attitude toward, of 
odd-lot farmers, 402 

Exchange employés, duties of, 
in delivery of cotton, 223 

Exchange legislation on cotton 
corners, 395, 396 

Exchange market, effect. of, 
upon foreign shipments’ 
valuation, 186 

—War-time, effort of United 
States cotton merchants to 
cut exchange losses in, 187 

Exchange superintendent, du- 
ties of, 231, 249 


INDEX 


Exchanges, activity of,in check- 
ae speculation abuse, 453, 


—closing of, argument against, 
by 1914 difficulties, 452 


Express cotton, development 
of, 43 

Extra staple cotton, and hedg- 
ing, 338 


—Egyptian future market as 
hedge for, 338 

Extra staple market, domina- 
tion of, by Egyptian cot- 
ton crop, 117 


Fachiri, Theodore F., 208 

Factorage business, new meth- 
ods in, 191 

—profits in, 135, 136 

Factorage system, gradual de- 
eay of, 136 

Factors, dealings of, in hedges, 
402, 403 

—decline of, 138 

—method of selling of, 137 

—origin of, 135 

—work of, in very large mar- 
kets, 188, 189 

Factors’ paper, handling of, 
137 

Factors’ warehouses in large 
interior markets, 162, 163 

Failed members, accounts 
against, procedure in re- 
gard to, 254, 255 

—reinstatement of, 253 

Failures, clearing association 
regulations regarding, 269 

—clearing house, use of guar- 
anty funds in, 269 

——use of margins in, 269 

——use of surplus funds in, 
269 : 

—Liverpool Cotton Association, 
method of dealing with, 
295 


‘AT5 
—New Orleans Cotton Ex- 
pre rules regarding, 


—procedure in case of, 253-255 

Fall frosts, destructivity of, 28 

Fall River, as New England 
mill market, 196 

Fall River Cotton Buyers’ As- 
sociation, 285 

Farm animals, affecting cotton 
acreage, 21 

Farm bureaus, description of, 


Farmers, and country damage 
to cotton, 101 

—and futures, 400 

—and selling of hedges, 400 

—attitude of, toward spot cot- 
ton speculation, 445 

—larger, method of operation 
by, 132 

—result for, of decrease in low 
grade differences, 366-368 

—semispeculative hedging by, 
405-407 

—small, and futures, 401 

——independent, 131, 132 

Farmers’ unions, 144 

—agitation by, on small-market 
warehouse receipts busi- 
ness methods, 159 

Farm mortgages, ‘procedure 
relative to, 141, 142 

—weevil fighting. machinery 
and, 141, 142 

Farms, average size of, 131 

February, and the placing of 
the hedge, 387 

Federal aid, need of, in fight- 
ing weevil pest, 127 

——in Texas, in pink boll- 
worm quarantine, 127 

——to produce sufficient cal- 
cium arsenate, 127 

Federal Reserve Bank, ruling 
of, on factor’s paper, 137 
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— —on rediscount, 180 

—trade acceptances put into 
operation by, 180 

Fees for clearing, 269 

Fernie, Wilson & Co., corner 
by, 392, 393 

Fertilizer, commercial, use of, 
in cotton cultivation, 32, 33 

—effect of, upon acreage, 21 

—in cotton cultivation, 32 

—lack of, during War,.5 

—need for, in the Atlantic 
States, 4, 5 

Fertilizer tags, 33 

—as indication of possible 
acreage, 33 

——of probable crop, 33 

Fielding, M. B., 208 

Fields, large size of, in Texas 
and Oklahoma sections, 13 

Finances, conditions of, and 
cotton acreage, 22 

Financial and Commercial 
Chronicle, annual cotton 
crops survey in, 116, 117 

—on world production of cot- 
ton, 99 

—on world takings of cotton, 
124 

Financial papers, in foreign 
shipments, 185 

Financial procedure, with do- 
mestic shipments, 185 

—with foreign shipments, 186 

—w—need of normal exchange 
market for, 186 

Financing the cotton crop, fac- 
tors, 135 

Fire cotton, 114 

—dangers of spontaneous com- 
bustion with, 114 

—insurance regulations regard- 
ing, 114 

—shipping regulations regard- 
ing, 115 


INDEX 


Fire regulations in Memphis 
Terminal Plant, 164 

“First Notice Day,” 222 

“First Seales Year,” 51, 52 

—parity between New York 
and Liverpool, 379 

“Five-Day Notice of Delivery,” 

—in United States Cotton Fu- 
tures Act, 213 

—requirement of, 218, 219 

“Fixed differences,” 354, 355 

Fixing grade differences, fun- 
damental evil in, 359, 360 

“Flat cotton,” 106 

Floor brokers, New York Cot- 
ton Exchange, 247 

Floor traders, New Orleans 
Cotton Exchange, 277 

—New York Cotton Exchange, 
248 

Floradora Sea Island cotton, 
substitution of Meade for, 
43 


Florida, in cotton production, 3 

Fluctuations, financial valua- 
tion of, 227 

—in Egyptian market, 297 

—Liverpool, evaluating of, 291 

—maximum and minimum, New 
York Cotton Exchange rul- 
ing regarding, 229 

F. O. B. business, development 
of, 138 

—tmethods in, 191 

“F. O. B. cotton,” 280 

Forecasts, as factor in parity 
between markets, 377, 378 

Foreign shipments, financial 
routine regarding, 185, 186 

Forward business, development 
of, 309 

Forward sales, grade as factor 
in, 339 

—H. M. Taber & Co., pioneer 
in, 312 

—original usages in, 312 


INDEX 


oe cu cotton practices, 

Freight brokers, duties of, 192 

Freight rates, ocean, 171 

——wWar-time speculation in, 
171 

—railway, Interstate Commerce 
Commission’s ruling on, 
171 

Frew, Mr., work of, to relieve 
August, 1914, cotton situa- 
tion, 320 

Frost, as factor in color of cot- 
ton, 80 

—effect of, upon cotton plant- 
ing, 26, 27 

Frost dates, importance of, 36 

' “Fyll” grades, usage regarding, 


77 

Fully middling basis, in Liver- 
pool American future con- 
tract, 289 

Fungus growths, destruction of, 
through winter plowing, 


24 

Future Contracts, 209 

—as hedge, 312, 348 

—distinction in, between New 
York and New Orleans 
Cotton Exchanges, 279 

—effect of, upon value, 96 

—form of, New Orleans Cotton 
Exchange, 275, 276 

—on machined cotton, 112, 113 

—possible change in, through 
spinning differences, 360- 
364 

—possibility of reducing num- 
ber of grades allowed, 364 

—relation of, to even running 
spot cotton, 333 

—relation of cotton surplus to, 
226 

_—size of delivery called for by, 
227 

—staple clause in, 339 
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—suggestions regarding, to 
steady basis, 347 

Future contract deliveries, in 
New York, past ten years, 
226 

—variations of sizes of, 226 

Future contract markets, in 
hedging, 179 

—Liverpool as, 288, 289 

—necessity of, 194 

re es of, at Los Angeles, 

Future deliveries, regulations 
concerning, in United 
States Cotton Futures Act, 
218 

Future delivery market, for 
Egyptian cotton crop, 117 

Future market, and undesirable 
cotton, 389 

—pbranch office in, 414, 415 

—regulation of, 452, 453 

—relations, 375 

—use of, 400-413 

——by European importers, 
400 

——by mill, 412, 413 

——by spinners’ brokers, 400 

——variations in contracts in, 
376 

Futures, 209 

—contracts in, survey of, 320- 
322 

—effect of, upon market, 96, 97 

——upon spots, 365 

—element of price control, 340 

—importance of, to country 
merchants, 402 

——to farmers, 400 

—New York Cotton Exchange, 
survey of, 216-226 

—relation of, to spots, in hand- 
ling hedges, 423, 424 

—-selling of, by spinners, against 
risk, 411, 412 
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——contribution of John Rew 
to, 314 

— —Taber & Co. as pioneer in, 
310 

—speculation in, 432, 433 

—transactions in, value of, 314, 
315 

——volume of, 316, 317 

—use of, by spinner, 403 

Future trading, demonstration 
of value of, 323 - 

—rules of New York Cotton 
Exchange on, 207 


Galveston, as official spot quo- 
tation exchange, 284 

—as “spot” market, 217 

Galveston storm, effect of, upon 
1915 cotton crop, 54 

Gambling, differentiation of, 
from speculation, 431, 432 

Gathered cotton, 112 

—value of “huller breast” in 
cleaning, 66 

General producers’ associations, 
attitude of, toward market 
price, 148 

—disadvantages of, 146 

—effect of, upon cotton below 
middling grade, 147 

—good accomplished by, 145, 
146 

—overemphasis of, upon quoted 
price, 146 

Genoa, as cotton market, 201 

Georgia, in cotton production,3 

German 1921 cotton importa- 
tion, 201 

Gin box, description of, 67 

Gin compress, and high density 
compression, 156, 157 

—and invested capital, 157 

—and selling “in the seed,” 158 

—effect of ownership of, upon 
price, 157, 158 


INDEX 


—in operation, 157, 158 

—objections to, 155, 156 

—suggestions regarding, 155, 
156 


Gin-compressed bales, disadvan- 
tages of, 109 

Gin cut, 68 

—avoidance of, 66, 67 

Gin damage, fast ginning and 
dull saws in, 68 

—gin cut, 68 

—“gin fall,” 68 

—mixing of different grades, 68 

—“seedy” cotton, 68 

“Gin fall,” 68 

Gin houses, types of, 65 

Ginners’ report, for last five 
years, 123 

Ginning, general discussion of, 


—necessity for dry cotton in, 
67, 68 

—poor, as result of wet cotton, 
68 


—-price per bale for, 69 

—season, 66 

Gin saws, 66 

Good middling, as cotton grade, 
77 

—blue stained, 81° 

—color qualifications regard- 
ing, 78 

—United States, in Liverpool 
standards, 86 

— yellow stained, 81 

—yellow tinged, 81 

Good ordinary, as cotton grade, 
77 

—United States, in Liverpool 
standards, 86 

Gothenburg, as cotton market, 
201, 202 j 

Government action, on new 
terms for colored cottons, 
81 


INDEX 


Government advice, on weevil 
poisoning, 46, 47 

Government condition reports, 
influence of, on cotton mar- 
ket, 258 

—methods of issuance of, 257 

Government control, as check 
for speculation, 450-452 

ea ee at, in 1918 crop, 56, 


Government information re- 
garding cotton, 256-260 

Government measures against 
pink bollworm, 47, 48. 

Government regulation of tag- 
ging, requirement of United 
States Cotton Futures Act, 
214 

Government reports, publicity 
given to, 258 

Government weather reports, 
256, 257 

Grade, cotton, 1, 75 

—as determined by the United 
States Cotton Futures Act, 
213 

—as element in basis, 335 

—w—in forward sales, 339 

—as factor in basis, 339 

——in cotton valuation, 75 

——in effort to steady basis, 
339 

—average, past five years, 367, 
368 


—claims, cause of, 85, 86 
—effect of, upon cotton value, 


—effect of impurities in, 75 

—good middling, 77 

— —strict, 77 

—good ordinary, 77 

= strict 1 

—in crops, percentages of, 367 

—list, in government cotton 
standard, 77 

—low middling, 77 
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— —strict, 77 

—middling, 77 

— —strict, 77 

—middling fair, 77 

—mixing in, as cause of price 
discount, 68 . 

—necessity for cotton standards 
in, 75 

Grade differences, constant 
change in, effect of, upon 
deliveries, 353 

—controversial attitude upon, 
because of basis, 349 

—difficulties in fixing, 349, 350 

—effect of public opinion upon 
calculations in, 351 

—errors of judgment in caleu- 
lating, 350 

—explanation regarding esti- 
mation of, 96 

—increase in lower grades of 
middling, causes of, 96 

—Liverpool method of proced- 
ure regarding, 301, 302 

—manipulation of, 353 

—method of fixing, original, 
349 

—possible réle for Bureau of 
Markets, in computation 
of, 361, 362 

—present system of, objection 
to, 389, 390 

—revision of 1906, 355 

—single markets the standard 
for calculation in, 351 

—suggested method of compu- 
tation of, on spinning dif- 
ferences, 360, 361 

—table illustrating, 95 

Grade percentages, 1913, Bu- 
reau of Markets on, 369 

Grading cotton, method of op- 
eration in, 82, 83 

—requirements in New Eng- 
land Mill Terms, 285 
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INDEX 


—spot cotton, regulations in | —selection of month in placing 


United States Cotton Fu- 
tures Act regarding, 280 

Grasshoppers, destructivity of, 
in Texas, 38 

—reduction of, through winter 
plowing, 24 

Grassworms, destructivity of, 


Grayish cotton, causes_of, 80, 
1 


Guaranty fund, clearing asso- 
ciation, make-up of, 266, 
269, 270 

Gulf cotton, breaking strength 
of, 7 

—staple of, 7, 92 

Gulf States, as cotton pro- 
ducers, 6, 7, 8 


“Half” grades, definition of, 77 

Hamburg, as post-war German 
cotton market, 201 

Hand process of cotton pick- 
ing, 60 

Hanemann, J. T., 208 

Haughton, M. G., 208 

Havre, as a cotton port, 200 

Havre Exchange, 305 

Hayne, New Orleans operator, 
393 

Head office, as clearing house 
in international business, 
191 

Hedge, and carrying charges, 
388 

—and delivery, 387 

—cost of carrying of, 388 

—meaning of, 310 

—month, relation to, of spot 
cotton selling, 333, 334 

— —selection of, and basis risk, 
399 

—placing of, 375 


of, 387 - 

—semispeculative, call cotto 
as, 410, 411 

Hedges, American merchants’ 
attitude towards trading 
with, 385, 386 

—and European importer, 400 

—and procrastination, dangers 
of, 399 

—attitude of country merchant 
towards, 402 

—attitude of factors towards, 
402, 403 

—balance system as method of 
handling, 416, 417 

—English merchants’ attitude 
towards trading with, 385, 
386 

—estimating of limits of, 424, 
425 

—handling of, basis limits in, 
423 

——futures and spots in, 423, 
424 

—importance of market selec- 
tion in buying ana selling 
of, 385 

—long, 329 

—methods of handling of, 415, 
416 

——with the firm, 414-425 

—of branch offices, rules for, 
414 

—separate contracts as method 
of handling, 415, 416 

—short, 332 

——dangers of, 398, 399 

—sold by large planters, 400 

—speculating with, 419, 420 

—trading on, 420 

— —risks in, 421, 422 

—use of, by spinner, 403 

— —by spinners’ brokers, 400 

Hedging, 426 


INDEX 


—advantages of, in sale of fu- 
tures, 331, 332 

—and basis, 333-374 

—and extra staple cotton, 338 

—and speculator, 311 

—as done directly by New Eng- 
land mills, 196, 197 

—as “trade insurance,” 310, 324 

—attitude towards, of New 
England mill treasurer, 194 


——of old-fashioned cotton 
firm, 195 
—comparison of speculative 


element and insurance mo- 
tive in, 413 

—deseription of, 228 

—forward sale, 326-329 

—future contract markets in, 
179 

—gradual growth of, 312 

—importance of careful market 
selection in, 385 

—knowledge of basis necessary 
to spinner in, 403-405 

—Liverpool, origins of, 314 

—modern illustrations of, 314, 
315 

—necessity for, because of time 
factor in modern business, 
194, 195 

—oriental trade as a factor in 
origin of, 312-314 

—origin of, 312-314 

—placing of, markets for, 375 

—semispeculative, 405 

— —and the farmer, 405-407 

——and the spinner, 405, 407 

—spinners’ brokers, usefulness 
in, 195 

—striking balance in, 416, 417 

—theoretical protection in, 324, 


325 
—treatment of odd lots in, 418, 
419 
—volume of, 318 
Hentz, Henry, 208 
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Hester, H. G., 281 

“Hester’s figures,” meaning of 
expression, 281 

High density compression and 
gin compress, 156, 157 

High density cotton, advan- 
tages of, 108 

—pressure of, 108 

High density press, at Memphis 
Terminal Plant, 164 

“High grades,” 78 

High prices and speculation, 

449, 450 

Hollis, J. H., 208 

Holmes, Justice, on value of 
speculation to cotton mar- 
keting, 462 

“Hot seed,” meaning of expres- 
sion, 114 

Hot winds, effect of, upon cot- 
ton crop, 35 

Hours of trading, Liverpool ex- 
change, 292 

—New Orleans exchange, 276 

Houston, as official spot quota- 
tion exchange, 284 

—as “spot” market, 217 

“Huller breast,” cleaner device, 
in ginning cotton, 66 

Humidity, as element in deter- 
mination of standards for 
staple, 91, 92 


Identification, of bales, 83 

—of sample, 82 

Import duty, proposal of, on all 
non-British-Dominion cot- 
ton, 122 

India cotton crop, 118 

—as competitor of American, 
effect of War upon, 118, 
119 

—as competitor of short staple 
American, 118 
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“Inferiors,” unmerchantable 
cotton, 111 

Inman, John H., 208 

Insect pests, common to cotton 
raising, 38-48 

—control of, 38, 39 

Inside information, nonexist- 
ence of, 436, 437 

Inspector, duties of, 223 

Insurance, as hedge carrying 
charge, 388 

—on cotton warehouses, 158 

—rates of, on combined com- 
press and warehouse plants, 
160 


—regulations, regarding fire 
cotton, 114 

Insurance costs, as element of 
basis, 334 


Interest, as hedge carrying 
charge factor, 388 

—clause concerning, in Liver- 
pool American Future Con- 
tract, 291 

Interior shippers’ offices, 182- 
185 


Intermediaries, in cotton mar- 
keting, gradual elimination 
of, 172, 173 

International business, role 
played by head office in, 
191 

International cotton firms, 
method of operation of, 
189, 190 

International standards, origin 
of, 86 

Interstate Commerce Commis- 
sion, on concentration rates, 
162 

—on cotton freight rates to 
port, 171 

“In the seed” cotton, tendency 
towards selling of, 158 

Investment buying, 412, 413 
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Irrigation, as factor in possible 
Mesopotamian cotton pro- 
duction, 122 

—in cotton cultivation, 17, 19 

Italy, 1920-1921 American cot- 
ton importation of, 201 


January, and the hedge, 387 

Japan, as buyer of Indian cot- 
ton, 119 

—as importer of American cot- 
ton, 202 

July, and the hedge, 387 

June, and the placing of the 
hedge, 387 

—prospects of cotton crop in, 
31 


Jute, for bagging, 67 


Kantar, size of, compared with 
a pound, 117 


Labor, a factor in cotton acre- 
age, 21 

—attitude of, towards picking, 
61, 62 

Labor costs, effect of, upon 
parity between New York 
and Liverpool, 377 

—aincrease in, with low grades, 
372 

Labor question and weevil con- 
trol, 21 

Labor shortage, causes of, 134 

—effect of, upon cotton-gather- 
ing methods, 112 

—effect of 1914 crisis upon, 134 

—effect of weevil pest upon, 134 

“Larger interior markets,” de- 
scription of, 177 

—determining factor in crea- 
tion of, 177 

—list of, 187 
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Late trading, danger of, in 
speculation, 440 

Lehman, Mayer, 208 

Lending money on cotton, 189 

“Lifting one end,” meaning of, 


84 

“Limited order,” 241 

Limits, figuring of, in handling 
hedges, 424, 425 

—meaning of term, 339 

Lint, definition of, 71 

“Lint cotton,” 64 

—price per pound, 70 

Linter business, control of, by 
War Industries Board, 73 

Linter market, during War pe- 
riod, 73 

—postwar conditions in, 73 

“Linters,” 71 

—commercial uses of, 71 

—effect of European War upon, 
55, 56 

—umunitions, 70, 71 

—purchasers for, 71 

—-statisties regarding weight, 
73, 74 

—War demand for, 72 

Little Rock, as official spot quo- 
tation exchange, 284 

—as “spot” market, 217 

Liverpool, American Future 
Contract, grading basis of, 
289 ; 

—— interest-bearing clause in, 
291 

——official form for, 290 

——terms of, 289 : 

—and New York, time differ- 
ences between, 292, 293 

—arbitration, friction existent 
regarding, 302, 303 

——nmethod of operation of, 
300, 301 

—as affected by American cot- 
ton crop, 199 

—as cotton market, 199 
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—as futures contract market, 
288, 289 

—as world cotton mart, 288 

—clearing house, method of op- 
eration of, 293 

——method of use of, for spot 
payments, 300 

—Cotton Association, and fu- 
tures, 209 

———clearing house system at, 
293 : 

——Kgyptian contract form 
used at, 296 

—-—nmethod of classing cotton 
of, 302 

——method of clearing con- 
tracts of, 294 

—-—nmethod of dealing with 
failures at, 295 

—-—no calls system at, 293 

—-—no variation margin meth- 
od in, 293 

—-— official appeal committee, 
duties of, 301 

— — official contract forms used 
by, 297 

——reinstatement in, 295 

——trelation of, to Cotton 
Bank, 294 

——survey of, 288 

—-—system of tenders at, 294 

——unwritten rule of, regard- 
ing buying brokers, 299 

—demand by, for validation 
certificates with bills of 
lading, 161 

—hedging, origins of, 314 

—hours of trading, 292 

—importation, 1785-1788, in- 
clusive, 209 

—importer risks, 304 

—importing houses, methods of 
buying in, 298 

—market, advantages of, 304 

——American shippers’ diffi- 
culties with, 302, 303 
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——difficulties in, regarding 
association citizenship, 244 

——disputes with Americans 
regarding loss in weights, 
304 

— —fluctuations, evaluating of, 
291 

—no calls system, 294 

—point, value of, compared 
with American, 292 

—quotation board, in” New 
York Cotton Exchange, 
230 

—selling brokers, 
of, 298 

—size of cotton market in, 288 

—spinners’ buying brokers, 
operations of, 298, 299 

—spot cotton sales, figures on, 
300 

—spot market, importance of, 
298 

—standards, comparison of, 
with United States stand- 
ards, 86 

——in selling cotton by grade, 
88 
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—system of selling to mills, 199 

—terms, regarding tare, 105 

—trading, effect upon, of 
United States Cotton Fu- 
tures Act, 212 

—Valley cotton in, call for, 11 

—volume of cotton business of, 
199, 200 

—warehouse facilities of, 164 

—weight, 292 

Loading, method in, 108 

—railroad regulations regard- 
ing, 108 

Loans on cotton, methods re- 
garding, 189 

Local association organizations, 


Local bank, and merchants’ 
paper in relation to Fed- 
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eral Reserve system, 180- 
182 

—help to, from Federal Re- 
serve system, 180, 181 

“Long hedge,” 329 

“Long hedge interest,” 329 

Long hedges and current deliv- 
eries, interrelation of, 390, 
391 

“Long” of the market, mean- 
ing of, 228 

Long staple cotton, advance in 
premium of, 97 

—hboll weevil damage to, 97 

—demand of, for “tire yarns,” 
98 

—future development possibili- 
ties of, 98 

—increased demand for, 97 

—Liverpool as future contract 
market for, 289 

—market future of, 98 

—premium variations in, 97 

—premiums, apex of, 98 

—production of, in Arizona, 98 

——in California, 98 

—reduced supply of, 97 

Long staple seed, development 
of, 94 

Loose cotton, meaning of, 112 

Los Angeles Cotton Market, 
rapid growth of, 287 

Loss of weight, as hedge carry- 
ing charge, 388 

—claims, controllers for, 104 

——disputes regarding, 304 

—w—examples of chicanery in 
attempts at adjustment, 
103 

——excessive, provision of 
New England Cotton Buy- 
ers’ Association concern- 
ing, 104 

—w—Liverpool system of mu- 
tual allowances for, 103 

—-—troubles concerning, 103 
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aoe cotton raising in, 6, 

8 

? 

Low grade cotton, changes in 
market value of, 96, 97 

—comparative values of, 365 

—gradual adjustment of mar- 
ket conditions of, 97 

—reasons for discounting of, 
97 

—worth of, campaign regard- 
ing effect of, 366 

Low grade differences, com- 
pared to middling, de- 
erease in, 366 

—decrease, result of, for the 
farmer, 366, 368 

“Low grades,” 78 

—and increased labor costs, 372 

—color characteristics of, 78, 
79 

—deliverable, 364, 365 

—value of, need of campaign 
for, 372, 373 

Low grade years, comparison 
of figures in, 368 

Low middling, as cotton grade, 
ae 


—United States, in Liverpool 
standards, 86 

—yellow tinged as colored cot- 
ton standard, 81 

Low middling clause, amend- 
ment, United States Cot- 
ton Futures Act, 364, 365 

—danger of, 398 

—effect of, on squeezes possi- 
bilities, 396, 397 

—effect of, upon South, 365 

—noneffect of, upon basis, 365 

Low prices and speculation, 
450 


Machined cotton, future con- 
tract ruling on, 112, 113 
—present-day results in, 112 
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rape: ea buying brokers in, 

—demand of, for Valley cot- 
ton, 11 

—method of importing in, 200 

March, and the hedge, 387 

Margin, amount of, determin- 
ing factors of variation in, 
267 

—definition of, 266 

Margin certificate, use of, 266 

Margin depositories, use of, 
266 

Margin requirements, on net 
interest, 268 

—on speculative business, 267 

—on straddle, 268 

Margins, methods of calling, 
used in New Orleans Cot- 
ton Exchange, 278 

Market, and spring frost, 27 

Market, and winter rainfall, 25 

—conditions, factor in basis, 
337, 338 

—corners in, 52 

—correlation between 
and futures, 365 

—open, as best guide in selling 
cotton, 148 

—opening of, procedure in, 
231 

Marketing, distance as a former 
factor in, 167 

—methods of procedure in, 174 

—processes in, 166 

—-slower, advantages of codper- 
ative association in, 149, 
150 

——present-day trade 
dency toward, 150 

—time as a factor in, 167-170 

Marketing costs, as factor in 
cotton price, 168, 169 

—present-day, 151 

Market order, description of, 
241 


spots 


ten- 
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Market price, below 9 cents, 
1908 crop, 51 

—lowest levels 1916 crop, 55 

—relationships, effect of cable 
and telegraph upon, 168, 
169 

—8.50, 1911 cotton crop, 53 

—30.80, 1917 crop, 56 

—36.35, 1918 crop, 57 

—38.86, 1919 crop, 57 

—43.75, 1920 crop, 58 

Market quotations, definition 
of, 227 

Market relations and shipping 

costs, 376 

—and variations in contracts, 
376 

—effect of change in labor costs 
upon, 377 

—effect of Sterling Exchange 
upon, 376, 377 

Markets, American, lack of 
centralization of, 198 

—foreign, centralization of, 198 

— —fundamental difference be- 
tween American and, 198 

—port, gradual elimination of, 
171, 172 

——Southern, 187 

—single, effect of, upon cal- 
culating grade differences, 
351 

—Southern, disorganization of, 
through closing of New 
York Cotton Exchange, 
322, 323 

—very large, methods of pro- 
cedure in, 188, 189 

——place of local cotton ex- 
change in, 188 

— —Southern, list of, 188 

Market selection, importance 
of, in hedging, 385 

—reduction of basis 
through, 385 


risk 


INDEX 


Market telegrams, valuable and 
nonvaluable, 438 

Maury, James F., 208 

Maury memorandum, regard- 
ing Liverpool cotton im- 
portation, 1785-1788, 208, 
209 

May, and the placing of the 
hedge, 387 

“May beetles,” injury to stands, 
done by, 38 

Meade cotton, development of, 
43 

Memphis, as a “spot” market, 
217 


—as official spot quotation ex- 
change, 284 

Memphis Cotton Exchange, 
ruling of, on patching, 105 

Memphis Terminal Plant, fire 
regulations at, 164 

—high density press at, 164 

—model warehouses of, 163 

Mercantile transactions, specu- 
lative risks in, 432 

Merchant brokers, Liverpool 
unwritten rule regarding, 
299 

—operations of, 299 

Merchants, duty of, to trade, 
for sanity in speculation, 
454 

—gradual coalescing in classes 
of, 172, 173 

—in spot cotton speculation, 
446 

Merchants’ paper and loca 
bank, 181, 182 

Merchants’ profits, as element 
of basis, 334, 335 

Mesopotamia, as possible cot- 
ton producer, 122 

Mexico, past and future of cot- 
ton crop in, 121 

—réle of, in cotton growing, 17 


INDEX 


Middle Atlantic markets, 197 

Middle Atlantic mills, dealing 
directly with South, 197 

Middlemen, gradual elimina- 
tion of, at Liverpool, 299 

Middling, as cotton grade, 77 

—as price quoted, in trade cus- 
tom, 77 

—color qualifications regard- 
ing, 78 

—compared to low grade, 366 

—differences “on” and “off,” 
fixing of, 217 

—United States, in Liverpool 
standards, 86 

Middling blue stained, as col- 
ored cotton standard, 81 

Middling fair, as cotton grade, 
77 

—1922 standards revision in, 87 

Middling short staple cotton, 
premium variations in, 98 

Middling yellow stained, as col- 
ored cotton standard, 81 

Middling yellow tinged, as col- 
ored cotton standard, 81 

Milan, as cotton market, 201 

Mill terms, New England, on 
cotton bale weight, 99 

Mills, use of future market by, 
412, 413 

Mississippi, coming of weevil 
to, 8 

—in cotton production, 6, 7 

Mississippi River, as agent in 
cotton crops, 10 

Mississippi valley, area of, 8 

Mississippi valley cotton, break- 
ing strength of, 8 

—staple of, 8 

Mixed packs, as unmerchant- 
able cotton, 110 

Mixing, as a gin damage, 68 

Mixing in grade, as a loss to 
the farmer, 68 
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Mixing in staple, as a loss to 
the farmer, 68 

Mobile hurricane, effect of, 
upon cotton crop, 50 

Moist lands, as breeding place 
for weevil, 12, 16 

Molasses, use of, in exterminat- 
ing weevil, 45 

Montgomery, as a “spot” mar- 
ket, 217 

—as official spot quotation ex- 
change, 284 

Month, selection of, in placing 
hedge, 387 

Mule, necessity of, in cotton 
cultivation, 21 

Mule guns, advantages of, 45 

Mutual allowance system, ad- 
vantages of, 304 


Negro development, during 
past sixty years, 135 

Negro labor, relations between 
laborer and owner, 133 

Neville, George, on spinning 
differences, 362 

—on spinning waste of low 
grades, 371 

New Bedford, as New England 
mill market, 196 

New England Cotton Buyers’ 
Association, list of, 284 
285 

New England Cotton Buyers’ 
Association of Boston, 285 

New England method of cotton 
purchase, 197 

New England mill markets, list 
of, 196 

New England mills, as direct 
buyers, 197 

New England Mill Terms, arbi- 
tration provisions of, 285 

—on cotton bale weight, 99 
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—on grading, 285 

—-on redrawn samples, 286 

—on reweigh rules, 286 

—on staple length, 285 

—on tare, 104 

—on terms of shipment, 286 

—reputations regarding Amer- 
ican cotton of, 285 

New England mill treasurer, 
double duties of, 193 

New England spinners’ brokers, 
advantages of, 193, 194 

New England warehouse facili- 
ties, 164 

New Jersey, as cotton pro- 
ducing state, 2 

New Mexico, réle played by, in 
cotton production, 18 

New Mexico Cotton, boll worm 
destruction of, 18 


New Orleans, as a “spot” mar- 


ket, 217, 279 

—as official spot quotation ex- 
change, 284 

New Orleans Cotton Exchange, 
and futures, 209 

—calls, regulations concerning, 
276, 277 

—committee on spot quotations 
of, 280 

—committees of, 279 

—cost of scalping in, 277 

—duties of committees of, 279 

—duties of superintendent of, 
regarding calling of mar- 
gins, 278, 279 

—floor traders in, 277 

e—fluctuations, value of, 276 

—hours of trading of, 276 

—lInspection Bureau of, 280 

—method of calling margins 
used in, 278 

—methods of ‘settlement of, 
277, 278 

—power of attorney in, 277 

—regulations of, regarding 


INDEX 


business done in spot cot- 
ton, 280 

—-—regarding visiting mem- 
bers, 277 

—tretention of commercial dif- 
ferences by, 349 

—rules of, regarding failures, 
279 . 


—statisties of, 281 

—survey of, 275 

—transferable notice of, 276 

New Orleans future contract, 
form for, 275, 276 

New Orleans quotation board, 
in New York Cotton Ex- 
change, 230 

New York City and Liverpool, 
need of warehouse facilities 
in, 164 

—spinners’ brokers in, 197 

—time differences between, 292, 
293 

New York Cotton Exchange, 
adjudication committee of, 
251 

—agreement of with Corn Ex- 
change Bank on settle- 
ment, 264 

—and futures, 209 

—Arbitration Committee in, 
251 

—attitude of, on cotton stand- 
ards, 76 

—Board of Managers of, rela- 
tion of, to Adjudication 
Committee, 251 

——responsibilities of, 252 

—By-laws and Rules Commit- 
tee, 250 

—Commissions Committee of, 
250 

—Committee on Futures of, 
236, 237 

—Committee on Information 
and Statisties of, 255 


INDEX 


—Committee on Spot Invita- 
tions, 231 

—committees of, list and num- 
ber of, 249, 250 

—Complaint Committee of, 252 

_—discipline in, method of pro- 
cedure, 252 

—dropping of commercial dif- 
ferences by, 349 

—establishment of, 216 

—Executive Committee of, 250 

—Finance Committee of, 250 

—fioor brokers in, 247 

—fioor committee of, 232 

—fioor traders in, 248 

—information, in Daily Circu- 
lar for, 255, 256 

——in Shepperson’s Cotton 
Facts, relation of, to, 256 

—w—on climatic conditions in, 
256, 257 

—interest of, in better ware- 
houses, 261 

—membership of, 244, 246 

— —election to, procedure in, 
245 

——ruling regarding citizen- 
ship, 244 

—management officers of, 249 

—methods of trading procedure 


on, 231-233 
—Nominating Committee in, 
255 


—publication by, of Census 
Bureau consumption re- 
ports, 258 

——of Census bureau ginning 
reports, 258 

——of government reports, 259 

—relation of, to spot markets, 
217 

—Revision Committee of, error 
by, in handling of low 
grade differences in 1906, 
96 

—Revision Committee work on 
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differences in value grade, 
prior to 1914, 95 

—ruling of, on maximum and 
minimum fluctuations, 229 

——on orders to account, 233 

——on quotations, 236, 237 

——on records, 233 

—w—on spot business, 260 

—seat on, financial value of, 
245 

—-superintendent of, duties of, 
in eases of failure, 253, 
254, 266 

——in indorsing of margin re- 
quirements, 267 

—Supervisory Committee of, 
duties of, 252 

——regarding complaints, 252 

—-—regarding failed members, 
253 

—temporary suspension of 
trading in, July, 1914, 319, 
320 

—three-months closing of, 318- 
322 

—use of weather reports by, 
256, 257 

New York Cotton Exchange 
Clearin~’ Association, 
bookkeeping forms of, 271, 
272, 273 

—contracts with, provisions re- 
garding, 266 3 

—evolution of, 265 

—incorporation of, 265 

—manager of, regarding in- 
dorsing of margin require- 
ments, 267 

—membership requirements in, 
265 

—notices of delivery in, regu- 
lations regarding, 269 

—old system of settling ac- 
counts in, 262 

—relation of, to Corn Exchange 
Bank, 274 
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—sales tabulation sheets of, 
model forms, 271, 272 

—survey of, 262 

—workings of, 270 

New York Futures Contract, 
basis of, 217 

—form of, 216 

New York Market, speculation 
in, in July, 1914, volume 
of, 318 

New York market break, worst 
in history of Cotton Ex- 
change, 229 

Nitrates, in cotton fertilization, 
32 


Norfolk, as a “spot” market, 
217 

—as official spot quotation ex- 
change, 284 

North Adams, as New England 
mill market, 196 

North Carolina, boll weevil in, 
4 


—cotton production in, 4 
Norway, American cotton im- 
portation of, of 1921, 201, 
202 
Norwich, Conn., as New Eng- 
land mill market, 196 
November, and the placing of 
the hedge, 387 
» Numerical classification, atti- 
4 tude toward, of Bureau of 
Agricultural Economics, 
88 
—extension of, in 1922 Revis- 
ion of Standards, 87 


Ocean freight rates, factors in, 
171 


—war-time speculation in, 171 

October, and the hedge, 387 

Odd-lot contract, 402 

Odd lots, treatment of, in hedg- 
ing, 418, 419 


INDEX 


Official Appeal Committee, Liv- 
erpool, duties of, 301 

Oil-bearing products, and the 
War, 8 

—beginning of cultivation of, 8 

Oklahoma, geography of, with 
relation to cotton growing, 
16 

Oklahoma cotton, 
strength of, 13 

—staple of, 13 

Oklahoma cotton section, 13 

Oklahoma trade, effect upon, of 
United States Cotton Fu- 
tures Act, 212 

Open contracts, in old method 
of settling, 263 

Opening call, description of, 
231 

Orders, varieties of, 241-244 

Orders to Account, New York 
Cotton Exchange ruling 
regarding, 233, 234 

Oriental trade, as factor in 
origin of hedging, 312-314 

Original margin requirements, 
powers of clearing associa- 
tion directions regarding, 
268 

Original margins, definition of, 
267 

“Overdraft,” stopping of, 180 

Overstaying, danger of, in 
speculation, 439, 440, 446 
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Panic, February 1, 1917, occa- 
sion of, 228 

Panic Years and cotton crop, 
1907, 51 

—1914, 54 

—1920, 57 

“Paper cotton,” misleading use 
of term, 211 

eae method of figuring, 

1 


INDEX 


Parity between markets, effect 
of forecasts upon, 377, 378 

—speculative features in, 377- 
380 

Parity between New York and 
Liverpool, effect of ship- 
ping rates upon, 376 

—effect of variations in con- 
tracts upon, 376 

— “First Seales Year,” 379 

—‘Sully Year,” 379 

Parity between New York and 
New Orleans, factors in, 
379, 380 

Patching, explanation of, 105 

—Memphis Cotton Exchange 
ruling regarding, 105 

Patten, Chicago grain mer- 
chant, 393 

Peanuts, beginning of cultiva- 
tion of, 8 

Pell and Co., failure of, of 
1914, 254, 265, 319 

Pennsylvania, as cotton pro- 
ducing state, 2 

Peru cotton crop, description 
of, 120, 121 

Pests, insect, destruction of, 
through winter plowing, 24 

“Peterkin,” meaning of, 11. 

“Petes,” meaning of, 11 

Philadelphia, spinners’ brokers 
in, 197 

Phosphoric acid, in fertilizing 
of cotton, 32 

Pickers, mechanical, difficulty 
of problem, 63 

— —gasoline-propelled machine 
on gin principle, descrip- 
tion of, 63, 64 

——yacuum pipe and nozzle 
type, description of, 63 

Picking of cotton, 60 

—and labor, 61, 62 

—-dates, extension of, 60, 61 

—necessity for care in, 62, 63 
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Piedmont, description of, 3 
—method of cotton planting in, 
4 i 


—weevil in, 3, 4 

Pina cotton, description of, 17 

Pink boll rot, reduction of 
through winter plowing, 
24 

Pink bollworm, history of, 47 

—measures for elimination of, 
47, 48 

—origin of, 121 

—ravages of, on 1921-1922 
Egyptian cotton crop, 117, 
118 

Plantation, largest, location of, 


Planting beds, former use of, 


28 

Planting delay, danger of, for 
fall frosts, 28 

—effect of, upon weevil, 28 

—season for, 26, 27 

“Plated bales,” meaning of, 113 

Plowing, deep, advantages of, 
24, 26, 27 

Point, American, value of, com- 
pared with Liverpool, 292 

—definition of, 227 

—value of, 95 

Poisons, against weevil plague, 
43-47 . 

—calcium arsenate, in weevil» 
control, 43, 44 

Potash, as fertilize: in cotton 
cultivation, 32, 33 

—for raising cotton in sandy 
soil, 5 

Pound, compared in size with 
a cattie, 117 

—compared with a kantar, 117 

Premiums, abnormal, 391 

—commanded by even running 
lot cotton, 325 

——as element of basis, 334 

——by spot cotton, 333 
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—estimation of, 388 

—inerease in, dangers of, 372 

—recent agitation concerning, 
396, 397 

—widening of, 
basis, 352 

Price, as affected by gin com- 
press ownership, 157, 158 

—as determining factor in cot- 
ton acreage, 20, 21 

—undue interest of country 
banks in, 140, 141 

——of producers’ associations 
in, 143, 146 

Price control, as affected by the 
weevil, 116 

—elements of, 340 

Price proclamations and mar- 
ket price, 148 

Price quotation and trade cus- 
tom, middling as basis of, 
77 

Price regulation, proposals con- 
cerning, 450 

Prices, comparative, 1913 and 
1920, statistics on, 368 

—low, and speculation, 450 

Producers’ associations, classi- 
fication of, 144 

—work by, for adoption of of- 
ficial cotton standards, 76 

Profit, in cotton crop, 20 

Pro forma bills, usages regard- 
ing, 219 

Providence Cotton 
Association, 285 

Pulling staple, description of, 
92 


effect upon 


Buyers’ 


—method for, 90 
Purchase slip, form for, 239 


Quantities tendered on docket, 
at Liverpool, résumé of, 
295 


INDEX 


Besa grades, meaning of, 

Quotation Committee, duties of, 
237 

Quotation service of Southern 
Exchanges, 283 

Quotations, as disadvantage in 
fixing grade differences, 
358 

—ideal, 359 

—instantaneous, importance of, 
236 

—poor, 358 

—tuling of New York Cotton 
Exchange regarding, 236, 
237 


Rainfall, annual, influence of, 
on cotton belt, 2 

—spring, 25 

—summer, 25 

—winter, 24, 25 

Reconditioning of cotton, 102 

Records, New York Cotton 
Exchange ruling regard- 
ing, 233 

Red cotton, tradition regarding, 
82 


Red spiders, 38 

Reddish cotton, causes of, 80 

Rediscount, ruling regarding, 
by Federal Reserve system, 
180, 181 

Redlands, cotton yield of, 4 

—description of, 4 

—weevil in, 4 

“Renters,” meaning of, 32 

Repacks, trade in, 112 

Reporting transactions on New 
York Cotton Exchange, 
235 

Reserve, American, gradual 
diminution of, 125 

Retail cotton markets in the 
small town, 174 


INDEX 


Retail dealers in cotton, opera- 
tions of, 174-178 

Reverse position, handling of, 
by speculator, 441 

Rew, John, pioneer in selling 
futures, 314 

Reweigh rules, in New England 
Mill Terms, 286 

Reweigher, réle of, 100 

Ring room, uses of, 264 

Ring settlement, disadvantages 
of, 264 

—method of, 263 

—method of New Orleans Cot- 
ton Exchange, 277, 278 

—terms in, 264 

Rings, price for, 263 

Risk, selling of futures against, 
by spinners, 411, 412 

—speculative, in mercantile 
transactions, 432 

“Rivers,” meaning of, 10 

Roller gin, advantages of, 69 

—use of, 64, 65 

Rotterdam, as Dutch cotton 
market, 200 

Rounce bales, 
of, 109 

“Run of the receipts” cotton, 
325 

Russia, as cotton importer, 202 

—threatened revolution in, ef- 
fect of, upon cotton crop, 


disadvantages 


Russian Central Asian cotton 
crop, 119 

Russian cotton crop, 119 

Russo-Japanese War, effect of, 
upon cotton market, 50 


Sale forward, illustration of, 
326 

Sale of futures, 331, 332 

—advantages of hedging in, 
331, 332 

Sale slip, form for, 239 
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Sales tabulation sheets of New 
York Clearing House, 271, 
272 

Sampler, duties of, 223 

—identification of, methods of, 
83 

Samples, in selling cotton, by 
grade, 88 

——by staple, 93 

—method of procuring of, 82 

—redrawn, regulations on, in 
New England Mill Terms, 
286 

Sand, need of potash for rais- 
ing cotton in, 5 

“Sandies,” cause of, 5 

—in gulf cotton, 7 

Saulsbury, L. K., on weevil 
poisoning, 45, 48 

Savannah, as a “spot” market, 
217 

—as official spot quotation ex- 
change, 284 


_ Saw gin, 64, 65 


Saws, dull, causing gin damage, 
68 


Seales, E. G., 393 

Scalpers, methods of operation 
of, 248, 249 

Sealping, cost of, in New Or- 
leans Cotton Exchange, 
277 

Schaeffer, Henry, Committee 
on New York Cotton Ex- 
change, resumption of 
trading, August, 1914, 318 

Sea Island, location of, for cot- 
ton crop, 5 

Sea Island cotton, 5 

—compared with American- 
Egyptian, 9 

—compared with “Delta,” 8, 9 

—destruction of, by weevil, 5 

—staple lengths of, 92 

—variations in price, 98 
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Sea Island district, use of roller 
gin in, 69 

Season in the ground, impor- 
tance of, 24 

—reports concerning, as affect- 
ing markets, 25 

Seat on New York Cotton Ex- 
change, 245 

“Second Seales Year,” 52 

Seed, devices for collecting, 67 

—importance of, to staple, 94 

—-prices per ton, 70 

—rdle of, in colored cotton pro- 
duction, 82 

—weight of, devices for esti- 
mating, 67 

“Seed Cotton,” definition of, 
64, 65 

Seed roll, how procured, 69 

Seedy cotton, the result of gin 
damage, 68 

Selling “afloat,” cessation of 
practice in, 206 

Selling brokers, Liverpool, 298 

Selling cotton by grade, 88 

——hby “actual samples,” 88 

——by description, 88 

——by “type,” 88 

—hby grade and staple, 93 

—by staple, 93 

——hby actual samples in, 93 

——Hby description in, 93 

——hby “type” in, 93 

—by weight, 99 

—definitions of, 
usages in, 211 

—direct, in competition with 
spinners’ brokers, 189 

—“even,” meaning of, 333 

—for “shipment,” method of, 
206 

—hedges and buying cotton, 
illustration of, 329, 330 

—“off,” meaning of, 333 

—“on,” meaning of, 333 

—short, 435, 436, 457, 458 


misleading 


INDEX 


—terms, definitions of, 209 

—to Liverpool, “cif and six,” 
105 

—world-wide business in, 179 

Semispeculative hedging and 
the farmer, 405-407 

—and the spinner, 405-407 

Separate contracts in handling 
hedges, 415, 416 

September, and the placing of 
the hedge, 387 

Settlements, Liverpool method 
of making, 293 

Settlement terms, in ring settle- 
ment, 264 

“Shedding,” conditions affect- 
ing, 31, 32 

Shepperson, on average grade, 
past five years, 368 

—on 1920 crop grade, 370 

Shepperson’s Cotton Facts, 
256 

Sherman Anti-Trust Act and 
cotton corners, 395 

Shifting, constant, as poor 
course for speculator, 441 

Shipment regulations, in New 
England Mill Terms, 286 

Shipping marks, business meth- 
od regarding, 106 

we parity, meaning of, 


Shipping rates, effect of, upon 
parity between New York 
and Liverpool, 376 

Shipping regulations, regard- 
ing fire cotton, 115 

Short hedges, dangers of, 398, 
399 

—definition of, 332 

“Short” of the market, mean- 
ing of, 228 

Short selling, 435, 436, 457, 458 

Short staple cotton, premium 
variations in, 98 

Skidded bales, 113 


INDEX 


Slaughter, T. J., 208 

“Slave cotton,” 82 

“Snaps,” 112 

Soil, as factor in color of eot- 
ton, 80 

—importance of, to staple, 94 

South Carolina, in cotton pro- 
duction, 3 

South, injury to, of Low Mid- 
dling Amendment, 365 

Southern cotton crop, com- 
pared with potential com- 
petitors, 116-128 

—danger of future foreign 
competition to, 126, 127, 
128 


Southern Cotton Shippers’ 
Association, rdéle played 
by, in classing cotton, ac- 
cording to New’ England 
Mill Terms, 285 

Southern Exchanges, commit- 
tees of, duties of, 284 

—importance of, to cotton 
trade, 284 

—quotation service of, 283 

—spot market rules of, 282, 
283 

—spot quotations from, 284 

—statistics of, 283 

Southern mills, method of pur- 
chase by, 197, 198 

—traffic in futures by, 197, 198 

Southern selling agencies, in 
Eastern markets, 196 

South Pacific Islands, as cot- 
ton producer, 122 

Southwestern Cotton Buyers’ 
Association, 284 

Soya beans, beginning of culti- 
vation of, 8 

Spain, as cotton producer, 122 

Spanish 1921 cotton importa- 
tion, 201 

Speculation, 427 et seq. 

—abuse of, 453, 454 
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—activity in, 52, 57 

—advantages of, 455 

—and law of supply and de- 
mand, 447 

—and the community, 448, 449 

—as a distributing agency, 448, 
459-462 

—as affecting the trader, 435 

—at high prices, 449, 450 

——effect of, 455-457 

—at low prices, 450 

——effect of, 458, 459 

—checking of, through price 
regulation, 450 

—competent, 462 

—curbing of, through closing 
of exchanges, 451, 452 

——through regulating future 
market, 452, 453 

—danger of, late trading in, 
44 


——overenthusiasm, 439 
——overstaying, 439, 440 
——overtrading, 439 
—definition of, 430, 431 
—differentiation of, from gam- 
bling, 431, 432 
—duty of bankers towards, 455 
—financing of, 438, 439 
—incompetent, an economic 
evil, 449 
— —duty of trade towards, 453 
—in futures, 432, 433 
—in hedging, 405 
——dangers of, 419, 420 
—in spot cotton, danger of 
overstaying in, 446 
——farmer’s attitude in, 445 
——merchants’ attitude in, 446 
——special cautions concern- 
ing, 444-446 
——spinner’s attitude in, 445, 


446 
—in spots, 433, 434 ; 
—obstinacy, dangerous in, 440, 
44) 
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—sanity in, merchants’ duty to- 
wards, 4 

—suggested check to, through 

government control, 450- 
452 

—value of, to cotton market- 
ing, 462 

Speculative business, margin 
requirements on, 267 

Speculative call cotton, 409, 
410 

Speculative contracts, July 31, 
1914, percentage of, 322 

Speculative element in hedging 
compared with insurance 
motive, 413 

Speculative forces in parity be- 
tween markets, 377-380 

—Liverpool market, 379 

—New Orleans market, 379 

—New York market, 379 

Speculative risks, in ‘mereantile 
transactions, 432 

Speculator, attitude of, to- 
ward reverse position, 441 

necessary attributes of; cour- 
age, 442 

——judgment, 444 

——honesty, 442 

——individual thinking, 438 

—w—intellectual honesty, 444, 
445 

——patience, 441 

——unselfishness, 443 

—relation of, to hedging, 311 

Speed, importance of, in gin- 
ning, 6 

—overproduction in ginning 
causing gin damage, 68 

Spinners, activity of, in semi- 
speculative hedging, 405- 
407 

—attitude of, in spot cotton 
speculation, 445, 446 

—knowledge of basis necessary 
to, in hedging, 403 


INDEX 


—selling of futures against 
risk by, 411, 412 

—use of futures by, 403 

—use of hedges by, 403 

Spinners’ brokers, and compe- 
tition from direct selling, 
189 

—as merchants, 195 

—at Milan, 20 

—disappearance of, as brokers, 
195 

—foreign, 198, 199 

—number of, in Boston, 196 

—position of, in Middle At- 
lantie States, 197 

—relation of, to New England 
mill, 193, 194 

——+to Southern merchant, 194 

—=scope of, 193, 194 

—Southern, activities of, 198 

—usefulness of, in hedging, 195 

—use of future markets by, 
400 

—use of hedges by, 400 

—value of, as merchants, 
196 

—w—in making personal con- 
tacts, 194 

Spinners’ buying brokers, Liv- 
erpool, 298, 299 

Spinning differences, 
tages of, 363 

—and basis risk, 373 

—as loss corrective, 372 

—as means of altering future 
contract, 360-364 

—as means of computing grade 
differences, 360, 361 

—as means of steadying basis, 
360-364 

—disadvantages of, 363 

—George Neville on, 362 

—revision of, 362 

—-—change in price, 362 

—-—change in wages, 362 

—-—reasons for, 362 


195, 


advan- 


INDEX 


—trade opinions on, 363, 364 

Spinning value of low grades, 
371 

Spinning waste of low grades, 
figures on, 371 

Spot business, New York, for 
past ten years, 260 

—w—possible increase in, by 
better warehouse facilities, 
261 

—trulings of New York Cotton 
Exchange regarding, 260 

Spot cotton, 209 

—hbusiness done by New Or- 
leans Cotton Exchange in, 
280 

—payments, use of Liverpool 
Clearing House for, 300 

—sales, in Liverpool market, 
300 

—selling, discount in, 333 

——premium in, 333 


——relation of, to hedge 
month, 333, 334 

—speculation, cautions con- 
cerning, 


—w—danger of overstaying in, 
446 

——farmer’s attitude in, 445 

—w—nerchants’ attitude in, 
446 

—-—spinners’ attitude in, 445, 
446 

Spot markets, designated by 
Seeretary of Agriculture, 
357 

—list of, 217 

—Liverpool, 298 

—relation of, to Bureau of 
Markets, Department of 
Agriculture, 217 

——to New York Cotton Ex- 
change, 217 

—rules of, in Southern ex- 
changes, 282, 283 
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Spot quotations, committee on, 
New Orleans Cotton Ex- 
change, 280 

—official exchanges designated 
by Secretary of Agricul- 
ture for, 284 

“Spots,” 209 

—as element of price control, 
340 

—effect of, upon futures, 365 

—relation of, to futures, in 
handling hedges, 423, 424 

—speculation in, 433, 434 

Spot speculators, methods of 
operation of, 176, 177 

Spring rains, effect of, upon 
cotton planting, 28 

Square bales, objection to, 108 

Squeeze, dangers of, Cotton 
Futures Act regulation, 
396, 397 

—deseription of, 396 

—possibilities, low middling 
clause as factor of, 396, . 
397 

—suggested solution for, 398 

—use of, 396 

Stalks, old, necessity for de- 
struction of, in weevil con- 
trol, 42 

Standard boxes, description of, 
76, 77 

“Standard gin box,” size of, 106 

Standards, cotton grade gov- 
ernment, 88 

— —advantages of, 79 

——as defined in the United 
States Cotton Futures Act, 
214 

——work by Department of 
Agriculture on, 76 

—necessity for, 75 

—numerieal gradation of, 77 

—1922 revision in, 86, 87 

—variations in, 79 
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Standards for staple, complica- 
tions in, 90 

—Department of Agriculture 
ruling, regarding humidity, 
92 


——regarding length, 92 
——regarding temperature, 92 
Stands, description of, 28 
—injury to, by cutworms, 38 
——hby “May beetles,” 38 
Staple, as element in basis, 335 
—as factor in cotton valuation, 


—changes in lengths of, 97 

—claims, cost of, 92 

—clause, in future contracts, 
339 

—w—in United States Cotton 
Futures Act, 339 

—cotton, advantages of selling 
cotton by “actual samples” 
with, 88 

——long, use of roller gin 

, with, 65, 69 

—definition of, 89 

—effect of drought upon, 94 

—elimination of, in munition 
linters, 71 

—experiments by Department 
of Agriculture for length- 
ening, 6 

—experiments by J. L. Coker 
Cotton Company for 
lengthening, 6 

—expert, equipment of, 90 

—extra length, amount of, in 
Egyptian cotton crop, 117 

—importance of seed to, 94 

—importance of soil to, 94 

—in linters, 70 

——development of varieties 
in, by Department of Agri- 
culture, 43 

——length of, and gin speed, 
discussion of, 66, 67 

——in Columbia cotton, 6 


INDEX 


—w—regulations concerning, in 
the United States Cotton 
Futures Act, 214 

——requirements on, in New 
England Mill Terms, 285 

—length of fiber as factor of, 
89 


—method of ascertaining, 89 

—mixing in, as cause of price 
discount, 68 

—of American-Egyptian eot- 
ton, 17, 92 

—of Delta cotton, 9 

—of Gulf cotton, 7 

—of Mississippi Valley cotton, 8 

—of Sea Island cotton, 5, 92 

—of Texas and Oklahoma ecot- 
ton, 13 

—of Upland cotton, 5, 6 

—partner, duties of, 92 

—perished, definition of, 94 

—shortening of, in Central 
Texas, 15 

—shortness of, in East Texas 
cotton, 16 

—standards, moisture as factor 
in, 90 

—strength of fiber as factor of, 
89 


—technical meaning of, 1 

—valley cotton, effect of weevil 
upon, 11 ; 

—varileties, developed because 
of weevil pest, 43 

—weather as factor in develop- 
ment of, 94 

Staples, handling of, in elassi- 
fying cotton, 85 

Stapling, description of, 90 

Statistics, of Southern ex- 
changes, value of, 283 _ 

Sterling Exchange, effect of, 
upon parity between New 
York and Liverpool, 376, 
377 


INDEX 


ee order, description of, 

Storage, as hedge carrying 
charge, 388 

Storing of cotton, 62, 63 

Straddle, illustration of, 380, 
381 

Straddle orders, execution of, 
382, 383, 384 

—necessity for speed in, 384 

Straddles, margin requirements 
on, 268 

—meaning of, 380 

Straddling, meaning of, 380 

“Straight cotton,” 110 

Street buyers, 177 

—methods of operation of, 176, 
ATT 

Strict good middling, as cotton 
grade, 77 

—1922 standards revision in, 
87 

—United States, in Liverpool 
standards, 86 

Strict good ordinary, as cotton 
grade, 77 

—United States, in Liverpool 
standards, 86 

Strict low middling, as cotton 
grade, 77 

—United States, in Liverpool 
standards, 86 

—yellow tinged, 81 

Strict middling, as cotton grade, 
AT 

—blue stained, 81 

—United States, in Liverpool 
standards, 86 

—yellow stained, 81 

—yellow tinged, 81 

Striking balance, in hedging, 
416, 417 

Subsoil, preparation of, in cot- 
ton cultivation, 26, 27 

Sully failure, 1903, poor clear- 
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ing plan, as one of the 
causes of, 265 

Sully year, parity between New 
York and Liverpool, 379 

—quantities tendered during, 
at Liverpool, 295 

Supply merchants, methods of 
operation of, 177, 178 

—relation of, to country mer- 
chants, 139 

Surplus fund, Clearing Asso- 
ciation, contributions to, 
from fees for clearing, 269 

Swaps, meaning of, 380 

Sweden, 1921 American cotton 
importation of, 201, 202 

Switching order, method of, 
242, 243 

Switzerland, 1920-1921 Ameri- 
a cotton importation of, 
20 


Taber, H. M. & Co., as pioneer 
in forward sales, 312, 314 

Tagging, method of, during 
ginning process, 83 

Tags, in cotton identification, 83 

“Taking a view of the market,” 
meaning of, 384 

“Takings,” cotton, American, | 
124 

—world, 124 

Tallulah Government Labora- 
tory, on weevil poisons, 44 

Tape, notations on, description 
of, 237, 238 

Tap root, menace to, of early 
rains, 30 

Tare, controller’s relation to, 
105 

—Liverpool terms on, 105 

—New England terms on, 104 

Telegraph, effect of, upon mar- 
ket price relationships, 168, 
169 
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Telegraph service, in cotton 
quotation, 235, 236 

Temperature, in determination 
of standards for staple, 92 

Tenant farmers, 132 

Tenders, system of, at Liver- 
pool Cotton Association, 
294 

Ten-inch gin saws, 66 

Tennessee, cotton raising in, 8 

Texas, cotton crop of 1914, 35, 
36 


——of 1918, 35, 36 

—geography of, with relation 
to cotton growing, 13, 14 

—probable cotton erop in, diffi- 
culties of estimating, 35, 
36 

—root rot, destruction of, 
through winter plowing, 24 

—trade, effect of United States 
Cotton Futures Act upon, 
212 

Texas and Oklahoma cotton, 
breaking strength of, 13 

—staple of, 13 

Texas and Oklahoma section, 
description of, 12 

Texas, Central, cotton produc- 
tivity of “black lands” in, 
14, 15 

—shortening of staple in, 15 

Texas, East, cotton crop in, 16 

—-—staple of, 16 

Texas, North, cotton crop of, 15 

Texas, South, as producer of 
early cotton, 15 

— —destructivity of weevil in, 
15 

Textile World, on Brazil cotton 
crop, 120 

Through bills of lading, origin 
of, 171 

—ruling of Interstate Com- 
merce Commission regard- 


INDEX 


ing freight rates to port, 
171 : 

—stoppage of, through War, 
171 


Tickers, use of, 235, 236 

Ticker symbols, use of, 236 

“Ties,” definition of, 67 

Timber, as hibernating place 
for weevil, 42 

Tip, nonexistence of, 436 

“Tire yarns,’ demand of long 
staple cotton for, 98 

“Top crop,” importance of, 36 

Trade, duty of merchant 
towards, for sanity in 
speculation, 454 

—duty of, toward incompetent 
speculation, 453 

—on spinning differences, 363, 
3 


Trade acceptances, beginning 
of use of, 180 

Trade account hedges, July 31, 
1914, percentage of, 322 

Trade basis, for estimation of 
annual cotton crop, 20 

Trade business, New York mar- 
ket, in July, 1914, volume 
of, 318 

Trade custom, regarding price 
quotations, 77 

Trade insurance, as a definition 
for hedging, 310 

—through hedging, 324 

Trader, as affected by specula- 
tion, 435 

Trade terms, 10, 11 

Trade value, of census bureau 
consumption and ginning 
reports, 258, 259 

—of government condition re- 
ports, 257 

Trading, after hours, regula- 
tions regarding, 235 

—in eleven months, New York 


INDEX 


Cotton Exchange ruling 
on, 230 

—in hedges, 420 

—-—tisks in, 421, 422 

—late, danger in, 440 

—method of, 231 

—on curb, irregularity of, 236 

—on New York Cotton Ex- 
change, 227-261 

—ring, 230 

—trules of, enforcement of, 232 

—— unwritten, 234 

Transferable notice, official 
form for, 220 

“Transfers,” handling of 
method in, 221, 222 

Two-months selling basis, meth- 
od of operation of, 206 

Type, in selling cotton by grade, 
88 


—in selling cotton by staple, 93 


Undesirable cotton, function of 
future market regarding, 
389 
United States annual cotton 
crops, summary of, 117 
United States Cotton Futures 
Act, agitation for commer- 
cial differences in, 356 
—amendment to, 213 
——regarding value grades, 95 
—and Official Cotton Standards 
of the United States, 214 
—effect of, upon trading with 
Liverpool, 212 
—passage of, 76, 212 
—provisions of, 213 
——regarding Cotton Classi- 
fication Committee, 250 
——regarding differences in 
value grade, 95 
——regarding five-day notice 
of delivery, 213 
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——regarding future contracts 
on an exchange in spot 
market, 279 

——regarding future deliy- 
eries, 214 

——regarding grade, 213 

——regarding power of Secre- 
tary of Agriculture, 215 

—-—regarding spot markets, 
357 

—-—-regarding standards, 86 

—-—-regarding staple, 214 

—-—regarding weight of bale, 
213 

—repassage of, 1916, 213 

—staple clause in, 339 

Unit of trading, amount of, 
227 

Unmerchantable cotton, 110 

—city crop as, 111 

—definition of, 110 

—inferiors as, 111 

—mixed packs as, 110 

“Unsold” cotton, statisties on, 
meaning of term, 283 

Upland cotton, characteristics 
of, 5 

—description of, 5, 6 

—standards for grades of, dia- 
gram for, 88 

—where produced, 5, 7 


Vacuum glass tubes, use of, 
with colored cotton sam- 
ples, 81 

Validated certificates of grade, 
procedure regarding, 224 

Validation certificate, demand 
for, with country railroad 
bills of lading, 161 

Valley climate, as favoring 
spread of weevil pest, 94 

—as ideal for development of 
long staple, 94 


Valley cotton, demand for, 11 
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——in Liverpool, 11 

——in Manchester, 11 

—pulling staple method with, 
92 


—staple of, effect of weevil 
upon, 11 

Value grade, differences in, table 
illustrating, 95 

Variation margins, Clearing 
Association authority re- 
garding, 268 

—nonexistence of, at Liverpool, 
293 

Venezuela cotton crop possibili- 
ties, 121 

Virginia, in cotton production, 4 

“Volunteer” cotton, necessity 
for destruction of, in wee- 
vil control, 42 


Wagon cotton, origin of term, 
174 


War, effect of, upon Egyptian 
market, 297 

War cotton crisis, New York 
market, survey of, 318-321 

Warehouse and compress plant, 
combination of, 159 

Warehouse and Delivery Com- 
mittee, duties of, 251, 252 

Warehouse facilities, improve- 
ment of, 164 

—New York, effect of, upon 
spot business, 261 

—New York Cotton Exchange 
interest in, 261 

—of Liverpool, 164 

Warehouse plants, new, 164 

Warehouse receipts, 159 

—in large compress - storage 
plants, 160, 161 

—in small markets, 159 

—procedure regarding, 223 

Warehouses, factors’, old-style, 
still in use, 162, 163 
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—in small markets, 158 

—insurance rates on, 158 

—model, new, 163 

—small, dangers of, 102 

War Industries Board, control 
of linter business by, 73 

Waste, as an element in basis, 
335 

Water pack, description of, 103 

Weather, affecting color of cot- 
ton, 80 

—affecting development of long 
staple, 94 

—affecting fruiting, 33 

—factor in basis, 337 

Weather Bureau data carried 
by New York Cotton Ex- 
change, 256, 257 

Webber cotton, development of, 


Weevil. See Boll weevil 

Weigher, réle of, in selling cot- 
ton, 100 

Weighing cotton, allowance for 
moisture in, 100 

—buyers’ allowance for wet cot- 
ton, 100 

—Cotton Exchange allowance, 
100 

—method of, 100 

—New York market allowance 
in, 100 

—procedure regarding tare in, 
104, 105 

—procedure with wet cotton, 
100 

—seed-lint ration in, 67 

Weighmaster, licensed, duties 
of, 223 

Weight, as factor in cotton 
valuation, 75 

Weighted bales, 113, 114 

Weld, E. M., 320 

Wenman, Byrd W., 208 

Wenman, Jas. F. Jr., 208 


INDEX 


West Indies, past and future of 
cotton erop in, 121 

Wet cotton, resulting in poor 
ginning, 68 

—shipping regulations regard- 
ing, 115 

Wet falls, destructivity of, to 
cotton crop, 37 

“Whipsawed,” meaning of, 441 

White cotton, 75-80 

—as stolen commodity, 82 

—farmers, percentage of, 132 

—1922 standards revision con- 
cerning, 87 

Whitney, Eli, invention of cot- 
ton gin by, 2, 64, 65 

Wholesale dealers in marketing 
cotton, operations of, 178 

——in very large cotton mar- 
kets, 189 

Wide discounts, effect of, upon 
basis loss, 352 

Wilson, of Fernie, Wilson & 
Co., corner by, 392, 393 

Winds, high, as cause of “sand- 
ies,” 5 

—hot, effect of, upon cotton 
crop, 35 

Winterkill, agent in weevil con- 
trol, 41 

Winter moisture, importance of, 
24 

Winter plowing, advantages of, 
in cotton planting, 24 
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—destruction of fungus growths 
through, 24 

Fiori of insect pests by, 


—destruction of Texas root rot 


through, 24 

—reduction of bollworm 
through, 24 

—reduction of cutworm 
through, 24 


—reduction of grasshoppers 
through, 24 

Winter weather, effect of, upon 
weevil, 25, 26 

Wooded areas and the weevil, 
8, 12 

World commercial cotton crops, 
summary of, 117 

World production of cotton, 
Financial Chronicle on, 99 

Wright, Wm. P., 208 


“Yellow Stained” in colored 
cotton standards, 81 

Yellow tinged cotton, as affected 
by 1922 revision of stand- 
ards, 87 

“Yellow tinged” in colored cot- 
ton standards, 81 


Zurich, as Switzerland’s cotton 
market, 201 a 
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